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STOCKS 
DIVIDENDS 


New tax bill opens way for 
more liberal payments 


OST 1942 earnings estimates 

are now being <evised up- 
ward due to the fact that corpora- 
tion taxes in the new bill are lower 
than originally anticipated. Many 
concerns have held back on divi- 
dend payments awaiting complete 
tax details. Some now find that 
they have accrued larger reserves 
for taxes than necessary, and can 
now pay a larger year-end divi- 
dend or an “extra.” 


Outlook for 44 Stocks 


Current UNITED Report car- 
ries a forecast of final 1942 earn- 
ings and total 1942 dividends on 
44 active issues. Also shows com- 
panies in line for increased or 
extra payments between now and 
December 31. 

For an introductory copy of this 
exclusive and timely report— 


Send for Bulletin MW50 FREE! 
UNITED BUSINESS SERVICE 


210 Newbury St. A re Bostor® Mass. 








Dividend Notices 
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CHRYSLER let DE SOTO 
DODGE PPG 72 PLYMOUTH 
4 
4 


YOU GET THE GOOD THINGS FIRST FROM CHRYSLER CORPORATION 








DIVIDEND ON 
COMMON STOCK 


The directors of Chrysler Corporation 
have declared a dividend of seventy- 
five cents ($.75) per share on the out- 
standing common stock, payable 
December 14, 1942, to stockholders 
of record at the close of business 
November 14, 1942. 


B. E. HUTCHINSON 
Chairman, Finance Committee 














Allegheny Ludlum Steel Corporation 
Pittsburgh, Penna. 


Allegheny Ludlum Steel Corporation has de- 
clared_a dividend of 35c per share on the Com- 
mon Stock of the Corporation, payable on De- 
cember 23, 1942, to stockholders of record at 
the close of business December 7, 1942. 

A dividend of $1.75 per share was also de- 
clared on the Preferred Stock payable on De- 
cember 1, 1942, to stockholders of record at the 
close of business November 16, 1942. 

E. J. HANLEY, Secretary & Treasurer. 


TEXAS GULF SULPHUR COMPANY 
The Board of Directors has declared a dividend 
of 50 cents per share and an additional dividend 
of 26 cents per share on the Company’s capital 
stock, payable December 15, 1942, to stockhold- 
ers of record at the close of business Decem- 
ber 1, 1942, 

H. F. J. KNOBLOCH, Treasurer. 
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American industry is humming today as never before and 
already this country is truly the vast Arsenal of Democracy. 
Thanks to unprecedented volume and taxes less onerous than 
had been expected, the Christmas stockings of investors will be 
far from barren of dividends. Read the "Market Implications 


of the New Tax Bill" on page 112. 


THE MAGAZINE OF WALL STREET 








OU! 
the 

gov 
of c¢ 
utiv 
“sel 
muc 
maj 
lack 
W 
adoy 
that 
the 1 
the ; 
whic 
vites 
est g 
good 
indu 
stanc 
36 h 
Th 
over! 
ploy: 
incre 
ent c 


Bus 





















C. G. Wrcxorr, Publisher 





The Trend of Events 


OUR BIGGEST PROBLEM ... In the entire war effort 
the most difficult and controversial issue now facing the 
government and the people is the effective mobilization 
of civilian manpower and womanpower. On the exec- 
utive side at Washington it is believed that compulsory 
“selective service” for civilians will have to come—pretty 
much as it came, much earlier, in England. At this time, 
majority opinion in Congress ranges from opposition to 
lack of conviction. 

Whether or not a compulsory program is eventually 
adopted, a valid reason for opposition now is the fact 
that we are not utilizing the present labor supply with 
the realism demanded under war conditions. In England 
the average work week is 55 to 60 hours, and any plant 
which drops below a minimum standard of 52 hours in- 
vites official censure and action. Here, according to lat- 
est government figures, the average work week in durable 
goods industries is 45.2 hours, and in non-durable goods 
industries it is 39.9 hours. In some industries, for in- 
stance wearing apparel and coal mining, it is less than 
36 hours. 

The 40-hour week law, with time and one-half for 
overtime, was adopted at a time of depression in em- 
ployment, with the avowed object of spreading work and 
increasing purchasing power. Its retention under pres- 
ent conditions is absurd. 
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Within the New Deal and the labor unions, the spon- 
sors and advocates of this law continue to assert that it 
is not a bar to longer hours of work. All that need be 
done, they say, is for employers to pay the overtime and 
labor then will work longer hours. The argument is 
specious. If this law is not responsible for the present 
average of only 39.9 hours in non-durable goods indus- 
tries, what is? To expect that price-frozen civilian in- 
dustries will or can pay the 50 per cent overtime rates 
is ridiculous. 

The essential point is this: Raising the standard work 
week from 40 to 48 hours would increase output of a 
given labor force by 20 per cent or, maintaining previous 
output, would free 20 per cent of the workers for essential 
jobs. Until the government cuts out some of the waste 
in the present utilization of our manpower and woman- 
power—the biggest wastage being represented by short 
hours and by a large percentage of some 5,000,000 civilian 
jobs on governmental payrolls—the advocates of com- 
pulsory national service for civilians are going to be on 
very weak ground. 


THE ELECTIONS . . . Winners and losers in the recent 
elections have offered a great variety of conflicting inter- 
pretations as to just why most Democratic candidates 
got the gate while most Republican candidates entered 
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the promised land on the public payroll at long last. 

With so many and so varied influences—some national 
and some local—affecting the lightest off-year voting in 
many years, we prefer to let others make their surmises 
about the “tidal surge” thus revealed—if it is one. Right 
now, results are all that count. Republican politicians 
have much increased power—and_responsibility—in 
Congress and in many states. It remains to be seen 
whether they will use it as wisely and courageously as we 
non-political civilians would like. 

While the record of the Democratic Party offered valid 
target for campaign attack on some counts—which is 
one reason the elections went as they did—over the same 
period the Republican Party’s record as the “loyal oppo- 
sition” in Congress has not been one over which in- 
telligent non-partisans could enthuse. The most effective 
and constructive “loyal opposition” heretofore has been 
provided by the Truman and Tolan committees, headed 
by Democrats. 

On the whole, however, we are pleased with the out- 
come. We think it reflects a “conservative” direction of 
majority public thought in the best meaning of the word. 
There is no disunity on the war. The people want only 
to get on with winning it as completely and rapidly as 
possible. In this changed political atmosphere we expect 
the Administration—and Congress—to be on its toes 
and on its mettle. That's how it ought to be. 


BOTH CAN'T BE RIGHT... Some people tell us that 
practically everything at Washington is all wrong, that 
the administration of the war effort is a chaotic bedlam of 
inefficiency and confusion. In the next breath the same 
people pay glowing tribute to the huge volume of war 
production that is rolling out. The thesis is that, despite 
the handicap of chronic bungling at the top, the program 
is a great success because private industry is working 
miracles. 

Obviously there is a very considerable element of con- 
tradiction in this point of view. After all, the Federal 
officials are drawing the specifications, placing the orders 
and allocating the materials. If their planning were as 
complete a flop as the more unreasonable critics charge, 
private industry could not now be turning out planes, 
tanks, guns and ships in volumes larger than ever at- 
tained by any other nation and larger than most people 
dreamed of only a year or two ago. 

True, there has been bungling at Washington; and we 
don’t excuse it. Valid criticism has kept it from being 
worse, and has speeded various corrections. But let us 
be fair. The administrative job was unprecedented in 
character and scope, calling for practically turning the 
world’s vastest and most complex economic organization 
inside-out at breakneck speed. Mistakes would have 
been made by any administrators we could have chosen. 
This is not to deny that some of the mistakes, readily 
recognizable by the public, got correction with unwar- 
ranted tardiness. 

Nor do we take one bit of credit away from private 
industry. On the whole, within the limits of its own 
freedom of action, it has done and is doing a remarkably 
efficient job in war production. We do take exception, 


however, to the naively biased point of view which holds 
that just about everything in the top administration of 
the war production program is black, while everything 
in its execution by industry is white. It is a team job 
and the results—far ahead of anything we achieved in 
World War I—speak well for it.. With that off our chest, 
we shall continue to criticize hotly any bungling that we 
see—and to agitate for more and better war output! But 
we will also give credit where credit is due. 


BACKFIRE ... As sometimes happens with plausible 
theories, there is a backfire that was not expected or 
allowed for. The $25,000 salary limit is a case in point. 
Its complications in application are rapidly becoming a 
nightmare to corporate managements and a picnic for 
lawyers. 

Under this rule—which was imposed by executive order 
against the clearly expressed will of Congress—an em- 
ploying firm may not pay, without incurring a tax pen- 
alty for itself, a salary which will net the recipient more 
than $25,000 after payment of his taxes and certain al- 
lowed charges; nor can it pay him a gross salary larger 
than he received in the preceding year. As it is not sur- 
prising, the disruptive effects in the motion picture in- 
dustry are especially notable. 

Dozens of big stars, producers, directors and executives 
are not being paid. Their checks have been drawn but 
are held by the companies awaiting clarification of the 
salary order at Washington. In one case a leading actor 
declined to go ahead on a picture for which it had been 
agreed he was to receive $60,000. As tentatively inter- 
preted in this case, the actor would receive $20,000 and 
the company employing him would retain the other 
$40,000. The actor took the understandable position 
that he would be willing to give the $40,000 to charity— 
or work for the government for nothing—but not to work 
for his private employer for less than had been con- 
tracted. 

The most obvious inequity of the rule is that it limits 
salary income but not other types of income. It does 
not apply to investment income, to the fees of a lawyer, 
to the income of a doctor, to an author’s income from a 
successful book or play, to fees from lectures, etc. One 
way to correct this basic inequity would be to apply the 
rule to all income—which ex-Justice Byrnes says would 
require specific legislation by Congress. The chances of 
any such legislation being adopted by the new Congress 
appear nil. For that and other reasons—including the 
fact this particular “control” has practically nothing to 
do with the threat of inflation—Congress not improbably 
will one of these days get around to repealing this “law” 
which it didn’t pass in the first place. Taxation provides 
adequate control of high incomes. 


THE MARKET PROSPECT . . . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 106. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 
this issue. Monday, Nov. 9, 1942. 
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As 9 See Jt! 


THE BATTLE 


a greatest gain to us from the Battle for Africa is 
the knowledge that we can trust our Commander-in- 
Chief, Franklin Delano Roosevelt, to conduct a winning 
war, in the operation of which we will be eminently fair 
to our Allies—and wise in the handling of our own affairs. 
While we will never forget that Russia’s heroic resistance 
has served us well since we entered the war last year, we 
will also remember that Stalin has been fighting for the 
preservation of Russia above all else. Our aid and sym- 
pathy for China will be increased even though we know 
that her fight is centered on the preservation of her own 
independence and has been for many long years. Today, 
at war with both Germany and Japan, our interests coin- 
cide and we will bend every effort to seek a victory in 


which all will have a part. 
It is clear that the opening of the front in Africa will 
serve both China and Russia, even though it serves our 


interests first. It will break up the concentration of 
German forces on the 
Continent as well as on 
the Russian front and 
tend to weaken her posi- 
tion everywhere. Our 
great demonstration of 
strength will make 
Japan hesitate before 
attacking Russia, know- 
ing full well this time 
that our highly efficient 
air force would make 
very good use of the 
Russian bases in Siberia 
and bring desolation 
and disintegration to 
their country. This fear 
may stall the Japanese 
in Burma too and pre- 
vent the Chinese from 
being pushed back into 
the arid and_ forlorn 
wastes of Asia, which 
eventually would have 
made it impossible for 
them to continue. 

As far as our other Al- 
lies and the stricken 
people of Europe are 


Harns & Ewing 
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BY CHARLES BENEDICT 


FOR AFRICA 


concerned, our victory in the Battle for Africa would 
open new economic horizons. Irrigation of the land and 
development of its resources would provide elbow room 
and a chance of a decent livelihood for unhappy minori- 
ties in overcrowded Euope. By modern methods, Africa 
could be developed intensively to provide a livelihood 
for millions of people and raise the subsistence level of 
the existing population to a decent standard. 

In one fell swoop we struck directly at the heart of our 
problem—a blow which should bring us victory with 
greater speed than has yet been contemplated. What- 
ever Hitler’s new weapon, we know we can match it with 
something even better. 

A great deal of doubt and criticism have been leveled 
at our Government for the conduct of this war and no 
one has been attacked more violently than Secretary 
of State Cordell Hull. And we should now spontane- 
ously express our thanks and (Please turn to page 150) 


Coordination—vital factor in modern warfare—is here graphically illustrated. Ground force units, 
fighting in desert, are covered by an aerial “umbrella,” protecting their advance. 
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Editor’s Note: For every buyer there is a seller. The 
market itself is the consensus of many differing opin- 
ions. Even if you don’t agree with it, examination of 
the other fellow’s view may aid rational thinking. 
That is why we are presenting here—preserving the 
anonymity of our two “guest experts”’—the bull argu- 
ments of a prominent broker, the bearish arguments 
of a responsible investment counselor, and a conclud- 
ing commentary—which takes certain exceptions to 


both—by our Mr. A. T. Miller. 





- 
Why I Am Bullish MMMM 


(Summary of a Broker's Opinion) 


In my opinion the market’s psychological “Dunkirk” 
was reached last April. A major bear trend had run on 
for just about 30 months, not much shorter than the life 
of the great bear market of 1929-1932. Interrupted only 
by relatively feeble rallies, the phase of protracted de- 
cline from early November, 1940, had discounted U. S. 
entry into the war, civilian industry disruptions, tax-re- 
duced earnings, our initial military reverses. 

Technically, the market was “over-sold.” Relatively, 
the peace stocks were the most over-sold. That, rather 
than the then absurb talk of possible early peace, was 
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mainly responsible for the character of the market re- 
covery up to June-July. Throughout the summer the 
market gave strong evidence that it was largely immune 
to adverse war news and to the then prevailing tax un- 
certainties. None can deny now that the consensus of 
opinion thus reflected was correct. As this year draws to 
a close, it is clear that the strength of our enemies has 
passed its peak and that a complete United Nations vic- 
tory is not only certain but will be achieved substan- 
tially sooner than had been hoped for at the start of this 
“transition year” in the balance of world power. 
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No one can say whether victory is two or three years 
distant—or less. The point I make is that not so long 
ago there were many gloomy conjectures—even among 
accepted military experts—that it appeared to be a 5 to 
10-year job. Now majority opinion is sufficiently confi- 
dent regarding the duration of the war to permit con- 
sideration of peacetime economic potentialities and nor- 
mal earning power as a prominent, if not the major, fac- 
tor in evaluating common stocks. 

I don’t believe the market is vulnerable—at or any- 
where near present levels—to “war uncertainties.” Last 
summer, when Rommel swept within striking distance of 
Alexandria, there was grave fear that our whole mid- 
East position might crumble. The worst market reac- 
tion, and that after a good advance, was less than 5 
points in the industrial average. So far as war develop- 
ments are concerned, it is highly unlikely that in future 
the market will be called on to face any more severe 
tests than it took in its stride this summer and autumn. 

I don’t think that “peace scares” need be feared. For 
the great majority of stocks, hope of peace would be 
bullish. Most war stocks are not in advanced territory 
as compared with average prices of pre-war 1939. Cer- 
tainly, on the whole, they are far less vulnerable tech- 
nically than they were in the war period 1915-1916. 

It is the consensus—a valid one in my opinion—that 
corporate taxes now are at or virtually at their peak for 
the duration of the war. Under these taxes, earnings and 
dividends of most companies will be considerably better 
than most had anticipated. Aggregate industrial com- 
pany earnings figure to be only some 10 to 12 per cent 
under the level of the bull market year 1936. 

The numerous “cushions” in the tax law unquestion- 
ably reflect a generally conservative drift in the eco- 
nomic philosophy of Congress. This is further and 
greatly strengthened by the outcome of the recent elec- 
tions. We shall, of course, keep the major New Deal re- 





As a rebound from an over-sold position, part of the 
recovery since last spring can be justified on the basis 
of better war prospects and corporate taxes less onerous 
than had been feared. But a sustained bull market is 
something else again. Every real bull market of the past, 
in war or peace, has been geared mainly to the hope of 
further or continuing rise in corporate earnings. That is 
out of the present picture. Earning power of the great 
majority of companies is now static at best for an un- 
known number of years to come. 

Therefore, further important rise would have to rest 
on progressively higher market capitalization of per share 
earnings which can’t increase but which could decline, 
depending upon further tax increases and additional dis- 
tuptions in the operations of non-war enterprises. Why 
should investors keep bidding up for a “ceiling level” of 
earnings and dividends? 

A better sentiment toward our war and post-war pros- 
pects is not enough. Sentiment on such matters—all 
long range and indeterminate in any real sense—is mer- 
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forms and make them more workable; but the emphasis 
on new reforms and experimentation is over for an indefi- 
nite time to come. Congress—not the Treasury—will 
shape further changes in taxes. In tax policy and other- 
wise, Congress will remain pro-capitalist at least to the 
extent of providing all possible incentives for private 
initiative. 

The revised capital gains tax is definitely a bullish 
longer term market factor. In combination with rad- 
ically higher personal income tax rates, it gives not only 
the wealthy but the moderately well-to-do greater in- 
centive to invest and speculate for capital appreciation 
than in many years. Since it certainly will yield more 
revenue to the Government than formerly, I think there 
is a reasonable chance that it may be moderated even 
further next year. 

A great monetary-credit inflation is under way. 
Whether its outward symptoms—as reflected in the cost 
of living—can be adequately controlled is doubtful. The 
money value of tangible “things’—including stocks—is 
certainly more likely to increase than decrease This in- 
flation factor is definitely present in this bull market and 
in effect on psychology will get stronger rather than 
weaker. Investors are properly putting more emphasis 
on assets and peacetime earnings potentials than on 
current earnings. 

An economic boom seems almost a certainty for at 
least several post-war years—fed by large accumulated 
consumer savings and great deferred needs for goods. 

As long as the market recovery is orderly, without sig- 
nificant marginal speculation, I don’t believe the Govern- 
ment will fight it. 

Under the conditions here outlined why should in- 
vestors liquidate sound equities at levels far under for- 
mer bull market highs? Without important investment 
liquidation, what is to put the market down except for 
relatively moderate periodic reactions? 


win Why I Am Bearish 


(Summary of an Investment Counselor's Opinion) 


curial, The market is basically “thin” and most non-war 
stocks have already discounted a goodly amount of 
post-war prospects. What intelligent investors think 
of the “underlying value” or assumed “normal” earning 
power of Coca Cola is one thing at 56 and much less con- 
fident at 82; one thing for General Foods at 23 another 
at 34; one thing for du Pont at 103 another at 133; one 
thing for Chrysler at 44 another at 67, etc. 

Inflation? The monetary base is certainly being in- 
flated—but the effects upon prices (and upon speculative 
sentiment) are subject to much more effective Govern- 
ment control than the great majority of people imagine. 
I am skeptical that “inflation psychology” can beéome 
and remain a dynamic market factor. In my opinion it 
would not take very much further rise in the market, or 
expansion of speculative volume, to invite and get a 
Government crack-down. There is ne question in my 
mind that the Administration could put the brakes on 
this market any time it chose. 

The revised capital gains tax is favorable but only with 
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“other things being equal.” In relation to effective de- 
mand for stocks, it is secondary. The primary consid- 
eration is: “Will the stock I contemplate buying be sub- 
stantially higher six months from now?” I think the an- 
swer is far from certain—and with the odds probably 
against it. 

IT doubt very much that we are at the top in cor- 
porate taxes. Almost certainly the surtax will be raised 
in 1943—making combined normal and surtax rate at 
least 45 per cent and more likely 50 per cent. That 
would appreciably hurt many non-war enterprises; 
and quite a few of the same enterprises have by no 
means seen the worst yet in disruption of their normal 
activities. 

The recent elections may or may not have lasting sig- 
nificance. It was an extremely light vote, uninfluenced 
by any single major issue or any single dominant political 
personality. Remember that the Republicans had a big 
upswing in Congress in the 1938 elections, which was 
blanketed by Roosevelt in 1940. The 1938 gain in the 
House was nearly double the recent one. 
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Analysis and Comment 0: 


For the sake of argument, suppose I agree that we are 
not going “Socialistic” after the war and that, subject to 
acceptable broad Federal controls, the longer range pros- 
pect for private enterprise is satisfactory. Suppose | 
agree that after the war there will probably be a founda- 
tion for very active civilian production for at least sey- 
eral years. I submit that all of this is a rather distant 
and vague basis upon which to evaluate common stocks 
now. When is this bright future going to eventuate and 
just how bright will it really be? Nobody knows. We 
can be sure that taxes will be high for some years after 
the war. We can be sure that fast scientific and tech- 
nical innovations will bring great changes in markets and 
competitive positions of industries and companies—but 
who knows what company will be making what, much 
less what the profit might be? 

I contend that the statement in the preceding bullish 
argument that total industrial earnings figure to be only 
10 to 12 per cent under 1936 is grossly misleading and 
meaningless. Earnings of war-active industrial compa- 
nies are well above 1936; (Please turn to page 148) 


LEDDUDOEDOU TAUPO EEE TEA 


By A. T. Miller 


THe Macazine oF WALL Street is not as bullish as 
the gentlemen whose argument opened this forum—nor 
as bearish as the bear. For some time we have been 
optimistic on our war prospects—more so, of course, after 
the major developments in Africa over the past week- 
end—and generally optimistic also on the post-war eco- 
nomic potentials. Yet in accepting greater confidence in 
the longer-range future as a positive factor which justi- 
fies a goodly recovery in stock prices, one must agree 
with the bear that we are dealing with intangibles rather 
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than calculable factors and looking ahead some distance. 

It is quite true that we lack the normal basis for a 
normal bull market: that is, a rising trend in corporate 
earning power. The fact that earnings under the new 
tax law are moderately better than had been anticipated 
—and sharply better for a minority of war-active com- 
panies—does not constitute a real upward earnings trend. 
As confidence in the war prospect increases, there would 
seem to be even less ground for bullishness on war stocks. 
Thus, non-war stocks will have to be the real backbone— 
as they have been heretofore—for a continuing bull 
market. 

Since the great majority of non-war stocks cannot 
have a recovery earnings trend until some indeterminate 
time in the future, it is undeniable that further rise will 
require willingness of investors and speculators to pay 
progressively higher prices for a more or less “fixed” and 
depressed level of earnings. The basis for expecting them 
to do so is psychological—partly “confidence” and partly 
inflationary considerations—rather than tangible and 
measurable. How far a prevailing psychological trend 
may go is always the most difficult—and sometimes quite 
bafflmg—question confronting the market analyst. 

The broad market average has already advanced by 
more than one-third from last Spring’s low. Though it 
is still in “moderate” territory, we don’t see any wisdom 
in getting more and more bullish the higher it goes. Re- 
actions have not been abolished. We don’t believe in- 
vestment buyers will miss anything by waiting for one. 
We believe that at some time within coming weeks the 
averages will be lower than now, possibly by a goodly 
extent. 

It is no news to our readers that we believe the ex 
treme lows were seen last Spring for the duration of the 
war; that we think war stocks are a sale on strength— 
such as right now—and that sound non-war stocks are 
a buy on reactions. 
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Economie 


Future 


BY V. L. HOROTH 


Gendreau Photo 


: days of the old colonial imperialism are numbered. 
Even the enlightened colonial systems evolved by the 
British and the Dutch are due for a radical overhauling. 
The fall of Manila, Batavia, and Singapore has merely 
speeded up the exit of imperialism. The vast changes 
in economic and financial relations between the so-called 
“mother countries” on the one hand and the colonies on 
the other, brought about by World War II, would in 
themselves have led to a revision of colonial policies. 
It is characteristic in this respect that no change is likely 
to take place in the status of Dominions which became 
fully sovereign after the First World War, except perhaps 
that their policies may bring them closer to the United 
States. 

Nor are the British and the Dutch unwilling to accept 
new ideas. In fact, both these, Colonial Powers hope 
that “new deals” in colonial administration will save for 
them their respective Empires. They point out, and with 
justification, that the Empires reorganized in the spirit 
of “the Atlantic Charter” are likely to play an important 
part in maintaining peace and progress in the post-war 
world. The colonial “new deals” would mean not only 
the extension of self-rule, but also the assumption on the 
part of the natives of certain responsibilities in regard 
to the diversification of economic activities and the rais- 
ing of the standard of living in their respective areas. 

In Great Britain, even the Parliamentary Under- 
Secretary of State for Colonies, Mr. H. Macmillan, and 
the Secretary of State for India, Mr. Amery, have been 
among the prominent advocates of a revision of colonial 
charters and of the replacement of “trusteeship” by a 
“partnership” as the guiding principle in the rela- 
tions among the nations of the British Commonwealth. 
Dominion status for India and Burma and possibly other 
parts of the Empire after this war has come to be taken 
for granted. So have the Insular Indies been promised 
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a Dominion status by the Dutch. The less developed 
parts of the world—the Belgian Congo, Central Africa, 
New Guinea, to name only a few—will of course have to 
continue for some time under an enlightened colonial 
administration, protecting the rights of the natives. In 
this respect, the idea of pooling colonies under an inter- 
national administration still continues to be rejected by 
both the British and the Dutch. Instead, the British 
favor a development of closer economic ties between 
individual colonies and Dominions, as for example be- 
tween Canada and the British West Indies, or the Union 
of South Africa and the British colonies in Southeastern 
Africa. 


War Altering Colonial Relations 


In the final analysis, the extent to which the relations 
among the component parts of any one Empire are 
reorganized will depend upon the fortunes and the length 
of the war. The longer the war, the more drastic the 
changes that are likely to take in economic and financial 
relations either as a result of a greater diversification of 
economic activities, or of the speeding-up of industrializa- 
tion, or of a development of closer economic ties with 
some outside nation, as is taking place, for example, be- 
tween the United States and Canada and Australia 
because of war effort. Last, but not least, the longer the 
war, the more drastic is likely to be the change in the 
financial ties between Great Britain and the other parts 
of the Commonwealth. In fact, before the war is over, 
the liquidation of British investments and the accumula- 
tion of large sterling balances on the part of the Domin- 
ions and the colonies may render Great Britain a debtor, 
rather than the traditional creditor, of some of the coun- 
tries that had been its chief suppliers during the war, 
That, of course, is likely to be true also of Britain 
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and Argentina and possibly other Latin American 
countries. 

At the time of the outbreak of the war, the total Brit- 
ish overseas assets, including gold holdings, were put at 
about £5,000 millions. Of this amount the gold holdings 
were about £500 millions (calculated at $4.00 per pound 
sterling, while some £3,868 millions, as will be seen from 
the accompanying table, represented the nominal value 
of British portfolio long-term investments outside the 
United States. About £570 millions were invested in 
the United States and the balance represented the direct 
investments overseas. The actual market value of port- 
folio investments was, of course, much smaller. For 
example, the market value of all British investments in 
Latin American Government and railway securities was 
only £126 millions in August, 1939, as compared with the 
nominal value of about £655 millions. 

A more or less steady decline in British investments 
abroad was going on already before the Second World 
War, partly as a consequence of refund operations and 
partly because of defaults. This trend had caused con- 
cern, because the country had depended upon the returns 
from the investments as well as upon the earnings of the 
merchant marine and of commission houses in London to 
pay for its large excess of imports over exports. 

As will be seen from the second table, giving the prin- 
cipal items in the British balance of payments in the pre- 
war years, the merchandise import balance averaged 
in 1935-38 about £356 millions. The income from 
foreign investments, the principal “invisible export” 
item, fluctuated in the same years between £185 and 
£210 millions. 





British Long-Term Investments (Nominal) 
Outside the United States as of August, 1939 





(000,000 £) 
Govern- (000,000 $) 
British Empire ment Railwavs Other Total Total . 
DER sCatctse cesses hese 75 187 219 481 1,924 
PIR Sv x piniea'eswn acon 425 3 75 503 2,012 
New Zealand............. 131 1 14 146 584 
EG oun fu:cike nose 300 (a) 250 550 2,200 
British Countries in"Africa. 188 (a) 250 438 1,752 
RSS Ia pain Ay eae 6 78 84 336 
Ee Pe eee pial inaeh aes: 31 124 
| APACE 191 886 2,233 8,932 
Latin America 
Papen x. 5. scenes ress 45 263 83 390 1,560 
Dc cates é ab tsheeuesien 75 38 41 160 640 
MBS 5 chokes crane sess 20 20 65 105 420 
ES er ee. 18 14 10 42 168 
NR ees oh 25 ss Swbisy 38 90 4a 173 692 
RE as bas canes ck ooo 6 (a) 23 28 112 
DR cu esbs eevee Se 2 25 2 28 112 
WRNNR 555555 Thins oboe gents 3 18 20 80 
SS eee? eer eee sige ee 56 224 
Total. . 204 451 317 1,002 4,008 
Asia & Europe 
TS eet y ee Pee ee eee 200 800 
SET A Te canes or RRS 50 200 
Netherlands East Indies... .. Apa eee oe 50 200 
ae er ree gees eee ieee 8 32 
NR sh ne ois ss ceajs rae ae see 250 1,000 
eee es one: oy ee 75 300 
OE en ae ren res 633 2,532 
Grand Total........... = — — 3,868 15,472 


(a) Not shown seperately. 











The bulk of British long-term investments in this 
country has probably been liquidated by this time. The 
exhaustion of British dollar assets has been the principal 
reason for the introduction of a lend-lease aid that is 
now being transferred to Great Britain at an annual rate 
of about $2,000 millions. Similarly, large parcels of 
British investments in Latin America have been re- 
patriated, especially of Argentine Government and rail- 
road obligations. 

As far as the Empire is concerned, the most far reach- 
ing financial reshuffling thus far has probably taken 
place between Britain and Canada. As the Dominion 
war effort has expanded, Britain’s dependence upon 
Canadian raw materials, foodstuffs and industrial prod- 
ucts has kept on growing. At the same time, intensified 
industrialization has rendered the Dominion less and less 
dependent upon the British products, most of which have 
gradually disappeared from the market anyhow. The 
result has been that Britain accumulated during the first 
three years of war a deficit of some $3,000 millions in 
her accounts with Canada. About one-third of this deficit 
has been paid for by the resale of British-held Canadian 
securities, another $1,000 millions has been settled by 
shipping gold and by funding the frozen sterling balances 
in London into a loan, free of interest. Finally the bal- 
ance, another $1,000 millions, was an outright gift of the 
Dominion to Great Britain. 


Canada First Dominion Creditor of Britain 


In this connection it is interesting to note that the 
Canadian Government has not pushed the liquidation 
of British securities to the limit, and important equities 
such as Canadian Pacific and International Nickel still 
remain in British control. Nevertheless, Canada may be 
considered as the first nation of the Commonwealth to 
become a creditor of Great Britain. 

The liquidation of British investments in India has 
been speeded up by the Pacific war. During the present 
year alone, Britain is spending something like £260 mil- 
lions on the defense of India, apart from the purchases 
of Indian military supplies and foodstuffs for the Allied 
Near and Middle East Armies. The result has been a 
steady accumulation of sterling balances which the In- 
dian Government has been using for the repayment of 
British long-term loans. By next January, when the 
balance of Government debt will be redeemed, prac- 
tically the entire Indian debt held in Great Britain, 
amounting to £260 millions, will have been liquidated. 
Indian railway debt and public utility issues are the next 
to be repatriated. 

The Union of South Africa has likewise used its 
extremely favorable balance of payments with Great 
Britain to repatriate completely its London-held debt. 
Considerable amounts of African corporate securities out- 
standing in London have been also repurchased. It is 
said that the South Africans acquired as much as £100 
millions’ worth of gold mining shares alone and that now 
over 50 per cent of stock of the Rand gold mines, having 
a total capital value of about £500 millions, is held in the 
Union, as compared with about 30 per cent before the 
war. With the remaining sterling balances, the South 
African Reserve Bank has been repurchasing gold from 
the British Treasury, which in tum buys the entire South 
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African gold output. From the outset of the war to the 
end of July, 1942, the South African gold holdings rose 
from about $220 millions to over $500 millions. 

The accumulation of sterling balances and the re- 
patriation of securities have been relatively small in the 
case of Australia and New Zealand, though both Domin- 
ions have the largest per capita external debts of all 
British Commonwealth countries. The reason for the 


small accumulation of pound sterling has been due to a 
drastic restriction of trade with Great Britain necessi- 
tated by the shortage of shipping. 


Changes in British Foreign Investment Status 


It would be hasty to assume that all British foreign 
investments will be dissipated and that Great Britain 
will cease to be a creditor country altogether. Accord- 
ing to the White Paper calculation, the overseas “dis- 
investment” or the draft upon the capital accumu- 
lated abroad came to about £759 millions in 1940 and 
£798 millions in 1941. In 1942 the disinvestment has 
probably been smaller, partly because the lend-lease aid 
has made it unnecessary and partly because of increased 
difficulties of liquidation. In addition, some £250 mil- 
lions of earning assets have been lost on the Continent 
of Europe, and the losses in the Japanese occupied terri- 
tories are undoubtedly likewise considerable. 

A rough guess would give Britain still some £2,300 to 
£2,800 millions of foreign assets at present, though from 
the point of view of income, some of the best investments 
are probably gone. If no further deterioration of British 
creditor position takes place, which is doubtful, the post- 
war income from foreign investments should be about £80 
to £100 millions. This would be about one-half of what 
it used to be before World War II, when, by the way, 


“The far-flung outposts of Empire"—bulwark of the British eco- 

nomic-financial foundations—are now becoming creditor nations, 

instead of debtors ...a factor that will have great effect on 
the post-war world. 

Cushing Photo 
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British Balance of International Payments 


(Net Transactions on Current Amount as Estimated by the 
Board of Trade) 


(£ Millions) 


1929 1932 1935 1936 1938 
1,111 651 701 787 859 
729 365 426 a4t 471 


Adjusted Bal. (a). —381(a)—287 —261 —345 —371 


Investment Income +250 +150 +185 -+200 +200 
Shipping Invome. +130 +70 +70 +85 - +100 
Commissions..... +65 +25 +30 +35 +35 
“Invisible Exports’ +445 +245 +285 +320 +335 
Gov. Transactions 
and Miscel.... +39 9 +8 +7 + —13 
(a) Adjusted for transactions in silver, ete. 


_ (b) Post-war balance of payment as estimated by ‘The Banker” with Amer- 
ica prosperous. 


(c) Including tourist expenditures of about £50,000,000. 





this income was no longer large enough to pay for the 
excess of imports and to leave enough for reinvestment. 
Since a decline in the income from shipping and com- 
missions may also be expected, the annual deficit in inter- 
national payments in post-war years may well aggregate 
£250 to £400 millions. Actually it may be even larger in 
the immediate post-war years, when more imports will 
be required for reconstruction and the replenishment of 
supplies. 

Naturally there has already been considerable discus- 
sion as to how Great Britain will meet the post-war 
payments. The consensus of opinion is that it can be 
done best by expanding exports and by encouraging 
tourist and vacation industries. A small group, how- 
ever, believes that because of the world-wide growth of 
industries that are likely to be protected by high tariffs, 
the British industries will be unable to fully fill the gap 
left by the loss of investment (Please turn to page 147) 





Market 


Implications 


of the 
New Tax Bill 


BY L. 0. HOOPER 


os Revenue Act of 1942 involves the greatest tax 
burden the American public ever has faced. High taxes 
are not bullish. Yet, it is generally agreed among mar- 
ket commentators and economists that the enactment 
of this measure has stimulated buying in stocks. Why? 

In the first place, the corporation tax rates finally 
enacted are lower than had been expected (see bar 
chart). The effective normal tax, that is the normal 
tax plus the surtax, has been fixed at 40% against the 
Treasury’s recommendation of 55% and the original 
House bill rate of 45%. The excess profits tax rate has 
been fixed at 90% with an 80% overall (normal tax plus 
excess profits tax) ceiling and a 10% post-war refund of 
the total excess profits tax paid; this compares with a 
90% rate enacted by the House, which rate included 
neither a ceiling on the overall tax nor a post-war refund. 

Secondly, the new law has been carefully and con- 
scientiously drawn to nurture the spark of profits initia- 
tive in industry, eliminate obvious inequalities in past 
measures and remove things which have irritated tax- 
payers without producing much income. Congress re- 
sponded to the able conservative leadership of Senator 
George and the highly competent Senate Finance Com- 
mittee, turning a deaf ear to practically every radical 
and half-baked suggestion of the Treasury’s so-called 
tax experts. In other words, the conservatives in Con- 
gress not only wrote the bill but they pushed it through 
Congress with very little radical opposition. 

Thirdly, by greatly increasing personal income tax 
rates and adding millions of new income taxpayers Con- 
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gress recognized that taxation of corporation profits now 
has reached a point of diminishing returns, and that the 
tax base must be broadened. When taxes are increased 
again next year, the bulk of the increase no doubt will 
come from assessments on personal incomes rather than 
from still higher corporation tax rates. Corporation in- 
come taxes, to be sure, may go a little higher; but the 
chances are that “big business” now knows the approxi- 
mate worst about taxes. Further significant corporation 
tax increases are improbable. 


The Capital Gains Tax 


Finally, the capital gains tax has been liberalized 
enough to put some new life into the market for equities. 
The effective tax rate on long term capital gains (now 
defined as gains on securities held for six months or 
longer against 18 months or longer in the previous law) 
has been fixed at 25%. This is the first concession to 
those who trade in stocks since the enactment of the 
Securities and Exchange Law. 

For companies in the higher tax brackets, such as most 
of the shipbuilders, makers of machine tools, munitions 
manufacturers and aircraft producers, the 80% overall 
tax ceiling plus the 10% post-war refund on the excess 
profits tax paid is a big break. For instance, a company 
earning $10,000,000 per annum with an excess profits 
tax exemption of only $100,000 would have paid a tax 
of $9,618,000 with no refund whatever under the 45% 
normal plus 94% EP T proposal discussed late in the 
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For the first time in years Congress has 





cushioned a tax program in ways designed 






to provide the maximum possibile incentive 






for private enterprise, and especially signif- 






icant is its revision of the capital gains tax. 










whelming, and the average war industry company ap- 
pears likely to be able to come out of the war period 
stronger rather than weaker than it went in. A little 
while ago it looked like the war industry companies 
would be more or less impoverished by high taxes and 
by the cash drain which high taxes involve. (For fur- 
ther ideas on the 80% tax ceiling provision see Stanley 
Devlin’s article on page 635 of THe MaGazinr or WALL 
Street for October 3, 1942.) 

Since the public utility business is allergic to a war 
economy because of rising costs, the slow increase in 
rates and the regulated nature of the business, the bill 
provides that the part of profits which a public utility 
operating company pays out in dividends on a cumulative 
preferred stock issued before September 1, 1942, shall 
not be subject to the surtax on the normal tax. That is, 
income paid out in preferred dividends will be taxed at. 
the rate of 24% and not at the rate of 40%. This pro- 
vision, it should be noted, does not apply to the pre- 











































ow winter. Under the act as passed it would pay a tax of ferred dividends paid by a holding company. The hold- 
the $8,000,000 of which about $756,000 would be a post-war ing company, however, profits by the lower taxes paid 
sed credit. The post-war credit can be used immediately by operating subsidiaries which have preferred stocks 
vill to reduce the debt of the corporation (if it had a debt) of their own issued. For instance, Commonwealth & 
an provided that the company uses $1.50 of its own money Southern, although a holding company, will have its 
in- for each $1.00 of the post-war credit so employed; or consolidated earnings increased by perhaps as much as 
the the government issues to the taxpaying corporation a $1.25 a share on the preferred stock which recently has 
yxi- non-interest bearing bond for the amount of the post- been selling around 32. Some operating company bene- 
ion war credit. This bond is a real security, and should be _ fits may be estimated, such as 21 cents a share on Pa- 


worth at least as much as a War Savings Bond, Series cific Gas & Electric common, 15 cents a share on Con- 
E, F or G. It becomes negotiable and hypothecatable solidated Edison common and better than $4 a share on 
at the end of hostilities (not when peace is signed), Ohio Edison preferreds. 

and it has a definite maturity which will be fixed at a 


zed specific number of months after “the end of hostilities.” Aid to Borderline Rails 
ies. One statistical agency has made some rough approxi- 
low mations (precisely accurate estimates are extremely dif- Railroad and other companies having securities out- 
or ficult) regarding the post-war credits which are likely standing which are selling at below par heretofore have 
w) to accrue for 1942. A few of the larger ones are $8.80 been required to pay a corporation income tax on the 
_ to a share for Crucible Steel, $4.00 a share for Bethlehem “profit” accruing by buying in their securities at below 
the Steel, $4.10 for Worthington Pump, $3.70 for Bendix their face value. Under the new bill, this “profit” is ex- 
Aviation, $4.50 for Clark Equipment, $3.10 for Ex- empt from tax. This obviously is bullish on discount 
10st Cell-O, $3.00 for Bullard, $2.80 for Lockheed, $2.15 for railroad bonds, especially now that the railroads are 
ons Boeing and $2.60 for Square D. It should be noted that accumulating cash at such rapid rate and have the 
rall these figures compare not too unfavorably with a me- money to buy in their own securities. It is especially 
cess dium-good year’s earnings in the pre-war period. helpful in the case of so-called borderline roads such as 
any The post-war credit, plus the increase in per share New York Central, Southern Pacific and Illinois Central. 
yfits earnings after taxes permitted by an 80% tax ceiling A company like Libbey-Owens-Ford, which last year 
tax against a straight 40%-90% rate, puts the war industry _ had to pay a sizeable excess profits tax because of large 
5% sues in an entirely different position. The cash prob- earnings, but which this year has small earnings due to 
the lem of paying taxes next year does not look so over- the fact that much of its plants cannot be readily con- 
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ILLUSTRATING THE EFFECT OF VARIOUS TAX RATES 


(Assuming a company earned $10,000,000 per annum and has an excess profits 
tax exemption base of only $100,000) 





100 


Unrecoverable 
Taxes (EPT Credit) 


L] 


Y Post-War Credit or 


Ys Recoverable Taxes 


Note: This is typical “war indus- 
try’ company. The percentages 
would vary in the case of different 
corporations, depending on EPT 
exemption base. 




















Net for Company After 

All Taxes Actually Paid 
Whether Recoverable : 
or Not. ° 








New Law Treasury House 
90%, 40%, Proposal Bill 
With 10% 55% Nor- 0% 
Refund mal Plus Plus 
of EPT 70% €EPT 90% 


us 
No Refund EPT 60% EPT 











verted to a war basis, apparently is entitled to a refund 
of part of the EP T paid last year. 

Mining companies which have been forced to produce 
in excess of normal output, and thus dangerously deplete 
more limited ore reserves, can under certain conditions 
obtain important tax exemptions. Companies produc- 
ing certain strategic metals have been exempted from 
the excess profits tax in order to encourage output—a 
provision which develops the incentive idea for war pro- 
duction. Companies which have had one bad year in 
their average-earnings base period, which is four years, 
are permitted to drop out the worst year and divide by 
the remaining three instead of by four. A company 
which has changed the fundamental nature of its busi- 
ness during the base period, and therefore suffered a 
reduction in base period average earnings, can petition 
for an adjustment of its average earning base. Two 
companies of this type are thought to be Schenley Dis- 
tillers and Columbia Pictures. The advantages of using 
the average earnings base in figuring the excess profits 
tax exemption have been increased, and for companies 
with a large invested capital the advantages of using 
the invested capital base have been decreased. This, it 
should be noted, hardly is in harmony with the Treas- 
ury’s suggestion that the average earnings option be 
eliminated. Companies having properties in occupied 
territory, such as United States Rubber and Goodyear, 
are permitted to accomplish tax savings of vast impor- 
tance. Furthermore, losses and credits which are not 
needed to reduce taxes this year can be carried forward 
for use in future years; there is a two-year carry-back 
of unused losses and credits. Companies trading in the 
Western Hemisphere are exempt from surtax to the ex- 
tent that profits are derived from such business; this, 
of course, is to aid in the development of Pan-American 
relations. 

These are but a few of the bullish factors in the new 
600-page tax law which contains literally thousands of 
changes. They exemplify, however, the fair spirit of a 
bill which imposes exceedingly high rates. The whole 
measure appears to have been drawn within the philos- 
ophy of a profits economy and for the purpose of pro- 
ducing revenue rather than to accomplish social and 
economic reforms or a redistribution of wealth. This is 
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something new, and it is or should be, highly significant 
to those investors who for so long have lacked confi- 
dence in political trends in America. 

The most important change in the capital gains tax 
is to make the dividing line between “long-term” and 
“short-term” profits six months in place of eighteen 
months. This greatly extends the potential area in 
which a “long-term” investor may turn over his capital. 
Furthermore, long-term capital losses can be carried for- 
ward to deduct against long-term capital gains for a 
period of five years against a period of only two years 
under the old law. 

It should be noted that an individual brings into his 
income tax computation under the 1942 law 100% of the 
result of short-term transactions and 50% of the result 
of long-term transactions. These percentages are not 
applicable to corporations which must report the full 
amount of the net gain or loss, whether long or short- 
term. 

Under the previous law short-term gains and _ losses 
were considered separately. Under the 1942 law, after 
applying the percentages to be taken into account, short- 
term and long-term capital gains and losses are com- 
bined. Thus, if an investor had a net long-term gain 
of $10,000 (50% of an actual gain of $20,000), and a 
net short-term loss of $5,000, under the new law he 
would have to pay a tax only on a net of $5,000. But 
under the old law he would have had a long-term capital 
gain of at least $10,000 upon which he would have had to 
pay a tax and a short-term loss which could not be 
deducted from any income and from which he could 
benefit only if he had short-term capital gains in the 
following year. 

The net capital gain (obtained by combining all 
classes of capital gains and losses) is taxable as ordinary 
income, except that the tax on (Please turn to page 144) 





Companies Favored by Large Post-War 
Credits per Share on Excess Profits 
Taxes Paid During War 


(Note: It is not possible to calculate “post-war refund" credits 
with full accuracy. For most of the companies listed below, however, 
it appears to range from $1 to $3 per share, and even more in excep- 
tional instances, for this year. Should the war last three more years, 
refundable earnings in quite a few cases could exceed $10 per share. 
In the extreme case of Crucible Steel, it appears to figure more than 
$30 per share.) 


Acme Steel 

American Chain & Cable 
American Hawaiian S. S. 
Anaconda Wire & Cable 
Atlas Powder 

Babcock & Wilcox 

Bath Iron Works 

Bendix Aviation 
Bethlehem Steel 

Bohn Aluminum 

Bullard 

Clark Equipment 
Consolidated Aircraft 
Crucible Steel 

Eaton Manufacturing 
Ex-Cell-O 


General Electric 


General Machinery 
Hazel-Atlas Glass 
Hercules Powder 
Johns-Manville 

Lockheed 

Murphy, G. C., Co. 
National Acme 
National Cash Register 
Newport News Shipbuilding 
New York Shipbuilding 
Savage Arms 

Square D 

U. S. Steel 
Westinghouse Electric 
Weston Elec. Instrument 
White Motors 
Worthington Pump 
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Dividend Prospects 


In the Light of 


Third Quarter Earnings 


Part 2 


AO AOL LOE A A ON 


~ a _ * 


P ‘a 


ae earnings reports issued by many impor- 
tant companies since our last issue round out the picture 
and support several significant conclusions. 

(1) Aggregate third quarter earnings of industrial 
companies are about 23 per cent higher than in the sec- 
ond quarter, but 23 per cent lower than a year ago; and 
total 9 months’ earnings are about one-third less than 
in 1941, 

(2) The year-end dividend prospect, as regards num- 
ber and size of distributions voted, is better than had 
been anticipated, but nevertheless total payments by 
industrial companies figure to be at least 15 per cent 
less than in the final quarter of last year. 

(3) Rails are the one big group with general and 
large gains over earning power of a year ago. Dividends 
will be sharply up, but from an extremely low base. The 
great bulk of earnings will be applied to debt reduction 
or bolstering of working capital positions. 

(4) Thanks to better tax treatment than had been 
allowed for, great majority of utility dividends are now 
stabilized unless and until the normal and surtax rate 
isagain raised. It has been responsibly stated that Con- 
gress will not even consider the 1943 tax program until 
after next March 15. 

(5) Among manufacturing enterprises, roughly one- 
quarter of those which have thus far issued their reports 
show gains over a year ago. These run rather heavily to 
“marginal” enterprises which, in comparison with a year 
ago, have been helped more by very large percentage rise 
in volume than they have been hurt by higher taxes. In 
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many of these cases, dividends—if any—can be consid- 
ered scarcely more than “token” payments. 

In recent years, even before the war, a great many 
companies abandoned any effort to maintain a fixed or 
“regular” dividend basis. Instead, conservative interim 
payments were made—supplemented by larger payments 
toward the year-end when it became possible to estimate 
the year’s true earning power with fair certainty. Under 
war conditions this treatment is more widely used, of 
course, than ever before. In most cases the augmented 
November or December payments should not be con- 
sidered by stockholders to be “extras” or “increased” 
dividends but simply the final or supplementary divi- 
dend for the year. Otherwise you might be led into a 
false optimism as to what your managements think of 
future prospects. 


Market Effects 


A significant peculiarity of the dividend situation at 
present is that usually neither a good dividend declara- 
tion nor a reduction has any important initial effect 
on market prices. Recently Douglas Aircraft voted a 
dividend of $5 a share, payable November 21. With 
the stock up some 18 to 19 points from the year’s low, 
it is probable that consideration of the nearby dividend 
payment induced more selling than buying. Those who 
have a profit in Douglas and who have held it for six 
months or longer would be subject to a maximum tax 
of 25 per cent of the profit if they cashed it. But if they 





hold it until they collect the dividend, that income is 
taxable at straight personal income tax rates. 

In the case of higher bracket taxpayers, and now even 
of many in the medium brackets, such tax considera- 
tions make a very important difference. For example, 
in the top—or 85 per cent bracket—the $5 dividend is 
worth just 75 cents to the recipient. But if the same 
individual cashed a $5 per share “long term” capital 
gain in this stock he could keep $3.75 of it. This 
example, cited merely to illustrate the point, is now 
“water over the dam,” as the stock went “ex” dividend 
on Nov. 4. Under the taxes now in effect—excepting in 
the low and medium-low income brackets—capital gain 
income is worth more than dividend income. For this 
reason the previous relationship of dividends to market 
values will be to some extent—and possibly to a quite 
important extent—altered. 

Many people are in a tax position under which a gross 
dividend yield of 6 per cent becomes a net—or ex-income- 
tax—yield of only 3 or 4 per cent. That makes a 
stock less attractive to them than formerly unless they 
believe it has substantial appreciation probabilities. Con- 
versely, the same people will be more willing than for- 
merly to buy speculative, non-dividend stocks in hope 
of profit. 


War Psychology 
There are also, of course, non-tax reasons why the 


market is abnormally unresponsive to dividend changes, 
whether up or down. Generally speaking, the same war- 


time psychology applies to dividends as to earnings. If 
good earnings—as compared with the pre-war or “nor- 
mal” average—are believed to be mainly a temporary 
war phenomenon, a generally low market value is placed 


upon them and upon the dividend, if any. The same 
attitude, in reverse, is being applied to war-depressed 
earnings and dividends of “good” companies. 

Thus, we see General Foods currently priced at 33 or 
15.7 times estimated 1942 earnings, and yielding only 
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COMPANIES 
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4.8 per cent. Union Carbide is priced about 20 times 
indicated 1942 net per share and on a yield basis of 4 
per cent; Abbott Laboratories at 20.4 times earnings and 
yield of 3.8 per cent; Corn Products at 20 times earn- 
ings, yield of about 4.9 per cent; Hercules Powder at 
about 20 times earnings and yield of 3 per cent; West- 
inghouse Electric at 14.5 times earnings and yield of 
3.9 per cent. The popular General Motors is priced at 
16.5 times indicated 1942 net per share and a yield of 
4.9 per cent. 


The Individual Basis 


The question worth thinking over is whether, consid- 
ering the many imponderables of war, the most popular 
of the better grade peace stocks may not be over-priced 
as regards both earnings power and yields. If we take, 
in these two cases, the average earnings of 1936-1939 as 
a standard for comparison or as an indication of what 
may be earned at some time after the war when taxes 
may have been adequately reduced, it must be noted 
that the discount in present price-earnings ratios, from 
the peace-time ratios of such years as 1936 or 1937, is 
relatively moderate. 

Against the above stocks, one finds such issues as 
Crucible Steel, Clark Equipment, Doehler Die Casting, 
Pacific Mills and stocks of many other war-active com- 
panies currently priced at 3 to 6 times 1942 earnings; 
and quite a few such stocks offer current yields of 8 to 
10 per cent. 

Such wide discrepancies emphasize the necessity of 
appraising stocks on an individual basis. For some 
purposes an average—or representative “composite”—of 
industrial earning power and its relation to average stock 
prices can be useful, but remember that any average con- 
ceals about as much as it reveals. Taking the market as 
a whole, the price level appears quite moderate in rela- 
tion to the general level of industrial earning power. But 
if you look behind this you will note that it is the prop- 
erly low market capitalizations of earnings of war-active 
companies that is mostly responsible for 
holding down the average price-earnings 
ratio of the market; and that price-earn- 
ings ratios—and dividend yields—of 
many peace or peace-or-war issues are 











certainly not at extremely depressed 
levels, whether or not prevailing ratios 
can be justified. 

Comparison of 9 months’ earnings re- 
sults shows some very interesting group 
variations. For instance, due preponder- 
antly to lower earnings of General Mo- 
tors and Chrysler during the period of 
conversion to war work, total earnings 
of the automobile group (5 companies) 
declined 47.1 per cent from the first 9 
months of 1941. In contrast, total earn- 
ings of 10 auto accessory companies de- 
clined only 2.7 per cent. The chief rea- 
son for this relatively good showing was 
easier, and earlier, conversion to mass 
volume war work. 

The coal mining group (8 reports) 
shows a gain of 25.5 per cent over a year 
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ago; baking (7 reports) shows a gain of 3.9 per cent, but 
one which seems unlikely to be maintained; metal min- 
ing (6 companies) had a gain of 2.7 per cent, aided, of 
course, by depletion tax allowances; while the service and 
construction group (9 reports) had a gain of 15.9 per 
cent. 

All other groups were down from the first nine months 
of last year by the following percentages: 15 food and 
beverage companies, 18.4 per cent; 10 textiles and 
apparel, 15.5; 8 paper products, 27.4; 25 chemicals and 
drugs, 29.1; 8 petroleum, 29.3; 6 glass, stone, clay, 57.4; 
24 iron and steel, 39.1; 7 building equipments, 25.4; 7 
electrical equipments, 24.2; 16 machinery, 15.7; 6 railway 
equipment, 35.1; 18 metal products, 20.3; 12 retail and 
wholesale trade, 31.2. 

Assuming, as seems warranted, that corporate taxes 
are virtually at their peak for the duration, future earn- 
ings and dividends should be at least as good as at pres- 
ent in such war-volume groups as steel, chemicals, ma- 
chinery, aircraft, shipbuilding, rail equipment, electrical 
equipment, autos and accessories, metal mining and 
fabrication and coal mining. In a minority of instances— 
most numerous in aircraft and in the arms production 
of the motor and accessory industries—additional vol- 
ume gains should be large enough to permit improve- 
ment on present earning power. 


Uncertain Future 


In various other fields of activity the prospect of 
maintaining earning power at the levels of the first nine 
months of this year are either dubious or uncertain. In 
non-essential goods—and even essential goods now being 
produced in greater quantity than needed to meet a 
Spartan level of civilian demand—the volume trend 
must be considered downward. The speed and scope of 
this decline will depend in some cases on the rate at 
which previously acquired inventories are used up; in 
other cases upon the severity and timing of addditional 
Government curtailment moves; and in still other 
instances upon both. 

For instance, it seems probable that 1943 earnings will 
be lower than 1942 earnings for many merchandising 
concerns, paper companies, farm equipments, beverages, 
building equipment, textiles and apparel, hardware, 
cosmetics, shoes, floor coverings and furniture. Bear in 
mind that the policy is to deflate civilian consumption 
of most types as far as is consistent with health and 
morale standards in order to release labor, materials, 
power and transportation facilities for war needs. 

Total oil industry profits for the 9 months do not, of 
course, reflect the full impact of gasoline rationing, since 
twas not nation-wide over the period covered. Other 
things bing equal, these earnings over the coming 
nonths would be materially lower. However, it is uncer- 
lam to what extent military and lend lease demands will 
offset curtailed civilian consumption—no information on 
this matter being released by the Government. In gen- 
eral it appears that crude oil producers have the best 
‘“amimgs prospect, fully-integrated companies the next 
best, and marketing companies the poorest prospect. 
Bear in mind that in attempting to apply varia- 
ons in earnings trends to prospective market values 
you will have to proceed with (Please turn to page 146) 
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Companies Reporting Gains in 
Earnings 


Nine Months 
1942 1941 


$3.54 $2.49 
Rustlers Iron and Steel. = 1.96 1.77 
Budd Wheel.......... “3 1.54 1.07 
Byron Jackson......... : ; 2.15 1.08 
McWilliams Dredging. .. : 1.68 .96 
Consolidated Coal... . ; Pree 3.12 1.32 
Continental Oil. ... ; 1.87 1.83 
Federal Mogul ee : 1.84 1.77 
Hudson Bay M. & S. ; 1.92 1.79 
Kelsey-Hayes Wheel (year Aug. 31) , 3.31 3.04 
North American Co. (year Sept. 30)........ 1,81 1.79 
Wickwire Spencer Steel... . 2.90 2.20 
Allied Laboratories. .. ; a , 1.58 1.07 
American Safety Razor. ‘ : 1.17 45 
National Candy Co : ; 4.25 2.22 
Southern Pacific es ; ; 13.31 7.28 
Mid-Coninent Petroleum ..... sas ; 2.58 1.91 
Thompson Products....... ; : 4.61 3.92 
Kalamazoo Stone P 1.12 .86 
Zonite Products...... aca’ a ; 23 .20 
United Biscuit........ on : 1.52 1.16 
Great Northern Railway : rata 6.06 5.09 
RAE Ce oo oe ccc ; ; 1.76 1.58 
Southern Railway......... ; eee 12.32 8.38 
Chicago, Burlington & Quincy... .. ar 10.10 4.69 
Content Cate 6 oc ccc cccs re a 2.22 1.90 
New York Central... . Sauces 4.98 3.38 
Illinois Central ss aaPave ee 11.28 5.11 
ee 5‘ 1.88 1.76 
Texas & Pacific Rwy......... Stasis 11.16 3.44 
Pittsburgh Forgings.......... ee 2.47 2.11 


Earnings Close to a Year Ago 


Nine Months 
1942 1941 


Consolidaed Gas, Baltimore (year Sept. 30) $4.29 $4.34 
Int tional Busi Machines... . . cia 717 7.54 
Skully Oil 4.00 4.10 
Amer. Light & Traction (year Sept. 30)..... 1.85 1.88 
Calumet & Hecla 46 46 
Federal Screw 1.93 1.93 
EE ee catch chen wae cee ioe 3.50 3.94 
Air Reduction 1.84 1.93 
Commercial Solvents...... ; .63 .62 
Master Electric deetlan cones 2.18 2.30 
Alabama Great Southern : 7.37 71.99 
Sherwin-Williams (year Aug. 31) 7.43 7.83 
Eaton Manufacturing Sidanwea es 4.36 4.40 
Household Finance 4.64 4.74 
Peoples Gas, Light & Coke. ... 4.13 4.59 
Worthington Pump.......... 5.70 5.93 
Life Savers Corp.............. 2.06 2.14 
Norwich Pharmacal a wigs .67 14 
Gillette Safety Razor..................... 58 .60 
National Acme..... : . 4.53 4.86 





Some Large Declines from Year Ago 


Nine Months 
1942 1941 


whee es oe $3.56 $5.84 

Atlas Tack. .......... : ; PY 1.50 
Fruehauf Trailer......... rere 2.25 4.15 
Monsanto Chemical....... R e 2.65 3.57 
Texas Co : 2.43 3.68 
Allegheny-Ludium Steel ace Soka ; $2.17 3.04 
Bethlehem Steel ee 3 4.94 6.40 
NE UN OIO 65 os oo csv weccacecndee 1.46 2.43 
General Motors 1.76 3.56 
Holland Furnace............ 1.56 2.60 
Ruberoid Co........... : Pees, 1.12 2.70 
Westinghouse Electric & Mfg.............. 3.00 5.93 
Wheeling Steel Lens 2.59 9.10 
2.59 3.97 

2.37 4.00 

Pes 3.16 8.82 

Wheeling & Lake Erie Rwy.. eas 3.22 5.92 
Norfolk & Western vat ia 9.97 74.97 
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Today's No. 


THE AIRCRAFTS 


BY OWEN ELY 


| THE fabulous stock markets of the 1920's huge profits 
were made in the stocks of aviation companies, many of 
which were still in their swaddling clothes. As a result, 
these stocks nose-dived faster than the general market 
in 1929-32. Deflation in the aviation group was over- 
done, since a large proportion of these stocks was in 
“weak hands”—i.e., margin accounts—rather than in the 
strong boxes of old-line investors and institutions. Avia- 
tion manufacturing stocks are now selling at nearly nine 
times their 1932 low levels, while the general market 
stands at only a little over twice the depression bottom. 
However, most of this advance occurred in 1932-6; since 
1936 aviation stocks have about held their own market- 
wise, while the general average is off about 28%. 

In the past three years the record has been somewhat 
disappointing, due to the relative unpopularity of the 
“war” stocks following the initial market splurge at the 
outbreak of war. The market has been exhibiting the 
same “psychology” as in the first world conflict, when 
leading war stocks sold at three or four times their 
large share earnings. Wartime earnings, where based 
largely on Government contracts, are evidently re- 
garded as temporary and unreliable; dyed-in-the-wool 
investors refuse to get excited over them, and specula- 
tors (now in the minority) usually follow their lead. 

The rapid rise in corporation taxes has also retarded 
market interest in the war stocks, and more particularly 
in the aviation group, since the latter is especially vul- 
nerable to excess profits taxes. Now, however, the re- 
cently enacted tax law gives considerable relief to these 
companies, since it sets up a tax “ceiling’—the Treasury 
Department can’t take more than 80% of net income. 
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Moreover, a post-war credit or refund is now allowed, 
amounting to 10% of excess profits taxes paid. 

Passage of the tax bill resulted in some sharp ad- 
vances in aviation stocks, but it seems doubtful whether 
the favorable implications of the tax bill have been fully 
discounted as yet. Congress’ refusal to limit profits on 
war contracts to 5% (or where the Government provides 
capital and equipment, to 1%) as a substitute for the 
present satisfactory method of readjusting contracts, is 
another favorable factor, as is also the move to prevent 
a second re-opening of a contract after it has once been 
investigated and re-negotiated. 


Plane-Makers on Low Price-Earnings Basis 


As indicated in the accompanying table, the aviation 
manufacturing stocks are selling to averages less than five 
times estimated earnings for 1942 (without allowing for 
the 10% tax credit). Yet old-line companies like Gen- 
eral Motors, National Biscuit, U. S. Gypsum, DuPont, 
American Can, General Electric, Corn Products, Har- 
vester and Standard Oil are selling at price-earnings 
ratios of 12 to 27. Obviously investors are afraid of a 
sharp post-war shrinkage in the earnings of the plane 
manufacturing companies. One factor which is some- 
times overlooked is that taxes form a strong buffer 
against such a decline. The Government now collects 
90% of all earnings above the exemption and 40% oi 
the exempted earnings (subject to the over-all 80% 
ceiling, the 10% refund, and other factors). Hence per 
haps two-thirds or three-quarters of any post-war de- 
cline in earnings may be offset by Federal tax savings 
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In addition, the accumulated tax credits can also be 
applied against post-war taxes. This was not the case in 
the other war—corporation taxes then were smaller and 
the idea of post-war credits was not adopted. 

The present picture of the aviation industry is some- 
what confusing because of the transfer of a large part 
of the activities of the motor and auto accessory indus- 
tries into the aviation field. The “big three”—General 
Motors, Ford and Chrysler—are heavily at work produc- 
ing planes or engines, while smaller companies like Nash, 
Packard, etc., are also largely in the aviation field. Huge 
amounts are invested in these companies. The com- 
mon stock investment in General Motors is worth (at 
the current market price) about 1,780 million dollars, 
and in Chrysler 282 million dollars; Ford (if publicly 
held) might run as high as one billion dollars. Thus 
obviously the investment in these and other auto and 
accessory companies, a substantial part of whose plants 
is now devoted to aviation manufacturing, would com- 
pletely outshadow the present market interest in the 
aviation proper, which probably does not much exceed 
one-half billion dollars. Thus the present status of the 
aviation manufacturing industry is complicated by the 
transfer of much of its activity to the auto industry, and 
it is impossible to obtain a clear-cut financial picture 
until the post-war situation is clarified. Consideration 
of the future outlook raises such questions as the 
following: 











































































































Problems for the Future 




















































































































(7) The number of large transport planes are to be 
built as part of the war program—such planes would 
probably be returned to private operators after the war. 

(8) The extent to which the private air lines may 
have funds available for purchase of Government planes 
(the Government might lease the planes instead of mak- 
ing outright sales) . 

On the other hand, there are a number of favorable 
possibilities which may be mentioned: 

(1) Most companies will doubtless enter the post- 
war period in strong cash position, with special reserves 
and post-war tax credits. The larger companies can 
acquire the smaller ones, thus reducing the competitive 
situation. 

(2) Many companies 
may be able to re-acquire va 
(at their depreciated 4,00 Oo 4% 
value) the plants which 
the Government has 
built for them during 
the war period (it is 
understood that under 
present contracts such 
plants could probably 
not be sold by the Gov- 
ernment to competing 
companies. 

3) The ‘‘freight 
train” of the air, using 
a string of gliders (re- 
leased one-by-one at suc- 
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Tomahawk Fighters for Great Britain's R. A. F. being built 
at the Curtiss-Wright Buffalo plant. Recent figures set the 
plant's capacity at 10 of these planes per day. 


already using this system in their military operations and 
it seems probable that we are experimenting with it as 
a war measure. 

(4) Planes will undoubtedly take over completely the 
over-seas transport of mail and light express and will 
make further inroads on the transatlantic passenger busi- 
ness. All first class domestic mail to points over 500 
miles distant may also be handled by plane. 

(5) Labor costs for operating transport and passenger 
planes—as well as in their manufacture—should be much 
lower than at present, due to the release of Government 
fliers, the present production training received by thou- 
sands of workers, etc. 

(6) The autogyro has thus far proved disappointing 
as a substitute for the family “flivver,” but Sikorsky’s 
helicopter (if current press reports can be believed) may 
have wonderful post-war possibilities. 

(7) Many other new inventions and processes are 
doubtless “on the shelf” awaiting commercial application 
after the war. 


Political Aspects of Aviation 


Obviously it would be merely conjecture to forecast 
the answers to these questions. Government policies are 
frequently erratic, depending on the Administration in 
power, the question of a “tough” or friendly attitude 
toward the industry by the Administration, the Govern- 
ment’s own financial post-war problems, etc. Judging 
from recent trends it seems likely that the industry will 
be very fairly treated, but there is no assurance of this. 
In other words, the post-war fortunes of the industry 
are very largely in the hands of the Federal Government 
and the role of individual managements with regard to 
operating efficiency, successful financial management, 
clever engineering designs and research, may count for 
less in the financial picture than has heretofore been the 
case. 

In the post-war period there will undoubtedly be a 
number of mergers and realignments of control. The 
history of the aviation industry will doubtless parallel 
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that of the motor industry where a very large proportion 
of output is now consolidated in the hands of three large 
companies as compared with hundreds of companies 
which have been merged or ousted by competitive strug- 
gle. One has only to recall numerous makes of motor 
cars which have disappeared from the scene in the past 
decade to realize that similar developments are in store 
for the aviation industry. 

However, it is obvious that the aviation industry has 
already cut its eye teeth and that the larger units in the 
industry are in strong position to withstand post-war 
difficulties. There seems no reason at this time to suspect 
that the larger companies like United Aircraft, North 
American Aviation, Douglas, Martin, Lockheed, Sperry 
and Curtiss-Wright will necessarily lose their identity. 

At the present time it is difficult to know just what 
the aviation manufacturing industry is doing, since the 
censorship has “clamped down” on most of the operating 
statistics, and publication of financial results is also being 
considerably curtailed. The following summary may 
suffice however to give a general picture. 


’ Little Change Seen in Total 1942 Profits 


As regards 1942 operations, it is thought total pro- 
duction may exceed $4,000,000,000. However, due to 
lower profit margins (resulting from the law enacted last 
April permitting “re-negotiation” of contracts not then 
completed) as well as increased taxes, aggregate net earn- 
ings for the industry may not differ much from last vear. 
The 80% tax ceiling is a favorable factor, but on the 
other hand some companies may set up contingency 
reserves against earnings. Such reserves will probably 
be smaller now, however, in view of post-war tax credits. 

The foregoing estimated production for 1942 will com- 
pare with $1,750,000 in 1941 and $544,000,000 in 1940. 
Despite this huge expansion in 1942 output, it is doubtful 
if deliveries will reach the goal of 60,000 planes set by 
President Roosevelt early this year. Alteration of con- 
struction plans, which involved increased flying range, 
fire-power and armor-protection, is cited as one of the 
principal reasons for failure to meet in full the Presiden- 
tial program this year, while insufficient supplies of raw 
materials are also held responsible for much of the lag 
in production schedules. 

The principal difficulty has been in securing adequate 
quantities of special steels, copper, brass and magnesium. 
Temporary shortages of propellers and engines have also 
retarded production. 

In addition to the important contribution being made 
by the automobile industry, productive facilities of the 
plane builders themselves are being expanded to provide 
for a tremendous increase in output in 1943. Although 
the original goal set for 1943 was an aggregate of 125,000 
planes, the revised figure is a military secret. 

The major problem of the aviation companies today 
is to obtain necessary materials, and labor problems are 
also becoming acute as competing industries and the 
army take their men. The industry is turning increas- 
ingly to women workers. Greater use is being made of 
plastics, plywood and low-grade steel, particularly m 
transport and training planes. Plywood is said to be the 
strongest material in proportion to weight and is increas 
ingly used in combination with plastics. Engine manu- 
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facturers are having difficulty to keep pace with the 
plane producers, since it takes longer for the new engine 
factories to get into production. However, this situation 
may be corrected within a few months. 

Due to the difficulty of obtaining working capital, 
many companies prefer cost-plus-fixed-fee contracts for 
war work. Under this method the Government advances 
any funds required for working capital, as part of the 
fixed cost, and the company is partially relieved of loss 
liabilities. Under fixed-price contracts, a company would 
have to raise its own capital, either through bank loans 
or the sale of stock. This of course might result in a 
sharp increase in capitalization, which might prove a 
handicap in the post-war period. The cost-plus-fixed-fee 
contract largely avoids this difficulty. 

In the first world war many contracts were let on the 
basis of cost plus a fixed percentage of cost. The larger 
the cost, the higher the profit under such contracts. In 
the present case, the temptation to inflate cost is being 
avoided by the use of a fixed fee rather than a fixed per- 
centage—as well as by the reopening of contracts where 
funds prove excessive. It seems unlikely that the big 
plane companies will net much over 5% of gross, and any 
subsequent unpleasantness over “profiteering” charges 
seems rather unlikely. 


Biggest Cargo Plane Projected 


Whether the huge new transport planes to be turned 
out by Kaiser, Higgins and some of the older plane build- 
ers will be ready in time to get a complete test of their 
possibilities during the war-time period remains a ques- 
tion. Henry Kaiser, the miracle man of the West Coast, 
is building the biggest cargo plane in existence but this 
won't be ready for test flights until about April, 1944. 
He and Andrew Higgins (who is receiving a contract for 
1,200 transport planes) must build their planes out of 
materials which will not interfere with the combat plane 
program—which seems to limit them largely to plywood, 
plastics, ete. 

The growth cycle of the aviation industry is far from 


Developments in aviation are so rapid that the sleek, efficient 
planes of today may look—and be—as antiquated as a Model 
T Ford in a few years’ time. 
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Price Earnings Ratios of Leading = 
Aviation Stocks E 


(Arranged in Approximate Order of Size) = 





Approx. Est. 1942 Price-Earnings 
Price Earn.* Ratio 
United Alccratt ..........2.00 28 $4.25 6.6 
Curtiss-Wright ........... 9 2.10 4.3 
RMON QM gos cols w'oerexs 26 2.90 9.0 
Douglas Aircraft ......... 70 19.00 3.7 
North American Aviation... 12 2.70 4.5 
Consolidated Aircraft ..... 20 4.50 4.4 
i Martin (Glenn L.)......... 23 4.75 4.8 3 
DCs ikedernciene coe 22 7.50 2.9 
: Boeing Airplane .......... 18 5.50 3.3 = 
Bell Atveraft-.... 6c cccceces 17 5.35 3.2 = 
Grumann Aircraft ........ 13 2.40 5.4 : 
Irving Air Chute .......... 8 1.40 6.7 = 
Republic Aviation ......... 4 0.55 7.3 = 
Aero Supply "B" .......... 5 2.50 2.1 = 
= NGUGOES . coiscnes cee 4.2 = 





* These figures do not include the 10% tax credits, which in some 
cases would be substantial. 
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completed as yet, and the present outpouring of Govern- 
ment funds affords the industry wonderful opportunities 
for research and development, which otherwise might 
require a decade or two of peace-time progress. It is 
especially important to note that the present great physi- 
cal expansion of the industry is not reflected in company 
capitalizations to any significant degree, either as regards 
debt or equity issues. 

The basic position of aircraft issues is speculative. 
They offer great long term possibilities, along with a con- 
siderable element of risk—especially from future com- 
petitive realignments of individual companies as well as 
none too certain Government policies with respect to 
the industry as a whole. They should be bought as specu- 
lations, in reaction, rather than when they have a strong 
market trend. 








Do Heavier Taxes, 
with Lower Net, Indicate 


Early Rate Cut? 
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Probable A.T. &T. Dividend November 13 


BY JOHN C. HARRINGTON 


To cuT, or not to cut: that is the question—that will 
confront the directors of American Telephone & Tele- 
graph Co., when they meet for dividend action on the 
capital stock of this great utility organization on Novem- 
ber 18. At no time in recent years has such nationwide 
interest been manifested in a dividend meeting. In view 
of the fact that these shares are distributed among over 
641,000 security holders, a reduction in the rate which 
has been undisturbed since 1922 will be noted with 
tremendous interest by investors, large and small, in 
every section of the country, as well as abroad. 

Let us consider the factors that will be presented for 
consideration by the directors when they assemble a 
few days hence to decide whether they shall now break 
with tradition, or whether a decrease in the rate may 
justifiably be deferred until a later date. 

In prosperity and in depression, in years when the 
dividend was earned and in years when it was not, 
dividends have been maintained without alteration, even 
when it was necessary to draw heavily upon surplus to 
keep the record intact. Fortunately, the company had 
vast resources upon which to call. And even though 
unappropriated surplus is still substantial, there are other 
considerations, some of them unprecedented, that will 
be in the minds of these men when they meet for action. 

Taxes — Federal, State and local — have mounted 
rapidly over the past several years. For example, State 
and local taxes paid in 1935 amounted to slightly over 
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$74,000,000. Six vears later they had risen to over $108,- 
500,000. Federal income taxes advanced from $20,000,- 
000 to $83,400,000 in the 1935-1941 period, while excess 
profits taxes were paid for the first time last year, 
amounting to nearly $23,000,000. Social security taxes, 
levied in 1936 for the first time—in the amount of 
$3,700,000—were slightly in excess of $16,000,000 in 1941. 
In the consolidated interim reports, the statement has 
officially been made that “provision has been made for 
1942 Federal taxes at rates imposed by the 1941 Revenue 
Act.” Inasmuch as those taxes were computed on the 
basis of normal and surtaxes of 31% then prevailing, it 
is obvious that downward revision of 1942 earnings esti- 
mates must be made in order to give effect to the new 
40% normal and surtax rates now on the statute books 
While excess profits taxes play a less important role in 
the income accounts of communications companies, their 
effects on net income cannot be overlooked. The exemp- 
tion basis has been lowered in the 1942 Revenue Act, and, 
in addition, the rate has been increased from 60% to 90% 
for excess profits taxes. Normal taxes and surtax have 
been advanced from 31% in 1941 to 40% in 1942. Ap- 
plication of the 1942 tax rates against earnings of A. T. 
& T. would probably amount to approximately $3 per 
share in additional taxes. 

All of these taxes are computed on a consolidated 
basis, and include levies on the parent American Tele- 
phone Company and its principal telephone subsidiaries 
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which constitute the “Bell System.” According to the 
company’s 1941 annual report total tax bill “was equal to 
nearly $15 per share of American Telephone and Tele- 
graph Co. stock outstanding, an increase of $4.60 per 
share over 1940. Taxes in 1941 exceeded by $89,032,000 
the earnings of the System available for dividends.” 
Meanwhile, the trend of State and local taxation is 
toward higher levels, and if a new Federal tax law is 
enacted in 1943 it may provide for higher normal and 
surtax bases. 


Lower Plant Expenditures Seen 

Concensus of opinion is that the “Bell System” require- 
ments for new construction will be of lesser proportions 
in 1943. Charges for current maintenance, and deprecia- 
tion and amortization expense in 1941 aggregated $425,- 
660,000. Costs of new construction have been estimated 
at about $300,000,000 for this year. Scarcities of mate- 
rials for construction and repair will also be a factor 
restricting plant expansion, and the company will doubt- 
less finance the principal portion of necessary plant 
expenditures out of its large depreciation reserves. 

Dividend income of A. T. & T. has receded consid- 
erably during the past year, as a result of reduced dis- 
bursements by numerous telephone operating companies 
inwhich A. T. & T. holds either a controlling or a minor- 
ity interest. For the twelve months through September 
30, 1942, such income amounted to $155,039,000, consid- 
erably under the total of $181,201,000 received in the 
comparable period one year earlier. Interest income in 
the same periods dropped from $8,981,000 to $7,937,000. 
Net income of the parent company (on a company basis 
oly) for the more recent twelve months’ period was 
$9.54 per share, as against $10.53 per share in the 1940-41 
months. 

Bell System earnings for the twelve months through 
August 31, 1942 (which include A. T. & T.’s equity in 
the undivided profit of subsidiary companies), were 
equivalent to $10.63 per share, as against $11.06 per 
share in the corresponding period a year before. Federal 
taxes were computed on the basis of the 1941 Revenue 
Act. 





Earning power of the Bell System, rather than divi- 
dend income received by the parent organization, will 
be a paramount consideration when the directors gather 
for dividend action. Parent company income will, in all 
probability, decline still further, as augmented allow- 
ances are made for taxes by the subsidiary and affiliated 
communications companies. This may have its sequel 
in further cuts in dividend and interest paid to A. T. & T. 
In other words, the earnings picture is somewhat more 
attractive when considered from a consolidated stand- 
point, than solely on a “dividends and interest received” 


basis. 
Wide Distribution of Capital Stock 


Overshadowing all else will be the consideration that 
the shares of the parent organization are distributed 
among a larger number of people of moderate means 
than perhaps those of any other large American corpora- 
tion. Average number of shares held at the end of 1941 
was 29. Women held about 42% of the shares: men, 
29%; joint accounts, 5%; trustees, insurance companies, 
private firms, corporations, etc., 22%; while less than 
2% were in the name of brokers. In view of the fact 
that no extra disbursements were made in vears when 
dividends were covered by substantial margins, the opin- 
ion is heard is some circles that directors may be inclined 
to “stretch a point” in order to preserve the unbroken 
$9 rate, at least for one more quarterly period. 

However, a more realistic approach to the question of 
dividend payments seems inevitable. By the time these 
directors begin their conferences, they will, in all prob- 
ability, be able to estimate, within a few cents per share, 
the 1942 earnings of the Bell System. Latest statistics 
of operating revenues and expenses, of present and 
prospective taxes, of budgetary requirements, and other 
relevant data will be presented for their circumspect 
study. They will be able to assess all of this material 
at its true valuation, and deduce therefrom whether 
prospective earnings for the full year 1942 and for early 
1943 will be adequate to provide for the traditional divi- 
dend, or whether further drafts upon surplus will be 
unavoidable. (Please turn to page 146) 
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W PB plan of controlling inventories of finished con- 
sumers’ goods in hands of manufacturers, wholesalers and 
retailers is to relieve pressure on the markets that results 
from over buying. As goods become more scarce this 
pressure is expected to increase and complicate distribu- 
tion problems. The plan presents a more effective way 















Washington Sees; 





The military has moved in and taken a firmer 
hold on war production. 






The Controlled Materials Plan which replaces 
the Production Requirements Plan and pushes 
the whole priorities system out the window, has 
long been advocated by the Army and Navy. 
Under it the armed forces gain a louder and 
more commanding voice in war production and 
a greater measure of control over the actual allo- 
cation of critical materials. 











Under C M P, the prime contractor applies for 
the materials needed by himself and all his sub- 
contractors. He submits this bill of materials to 
the Army, Navy, Maritime Commission or other 
claimant agency he's working under. Then this 
agency goes to bat for him with the War Pro- 
duction Board's requirements committee and gets 
him the materials he needs. In this way delivery 
of weapons will not be held up because a sub- 
contractor has not been able to obtain materials 
to produce the parts he's contracted to turn over. 










War Production Board has been reluctant and 
has hesitated to cut too deeply into civilian econ- 
omy. The military is not concerned with the 
socio-economic impacts of the war program on 
civilian production. It is determined to get the 
planes, the ships, the tanks, the guns and all the 
other weapons and supplies it needs to win the 
war. Civilians will have to take what's left! 
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of bringing about and maintaining more equitable dis- 
tribution of stocks throughout the country. It protects 
those dealers and merchants who have been complying 
with earlier W P B recommendations to keep to “normal” 
inventories, 


Production freeze on paper and paper products, includ- 
ing newsprint, by joint U.S. and Canadian action is the 
first step toward further output reduction and concentra- 
tion of the industry on an international basis. Ultimate 
objective is to cut output down to an essential require- 
ments level and so release labor, power, transportation 
and material for war purposes. The curtailments will be 
made soon and regulations will reach deep into the fields 
of distribution, inventories and consumption. 


Machine tool production is running at seven times the 
normal peace-time output. But even that is not enough. 
Current backlog on books of the tool builders by far 
exceeds the $1,000,000,000 mark. Currently developing 
requirements for tools will make it necessary for tool- 
building contractors to subcontract work to speed up 
production. Builders with high backlogs will farm out 
orders to those with smaller backlogs. W PB wants 
over-all time on tool production cut by about one-third. 


Bug in radio reception by merchant sailors at sea has 
been solved. Up to now, use of receiving sets at sea 
has been forbidden. Operating, they radiate a signal 
which can be picked up by enemy surface and undersea 
craft. Set has been perfected that eliminates this hazard. 
War Shipping Administration will spend $1,325,000 for 
2,600 sets for merchant ships. 


"Cross hauling" will be ordered eliminated wherever 
this will help to ease the burden on already heavily taxed 
transportation facilities. All branches of W P B are tak- 
ing steps to eliminate or minimize “cross hauling” in the 
industries under their supervision. Principle will be 
applied not only to carload shipments but to less-that- 
carload traffic. 
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Don't look for increased tax rates in the 1943 revenue measure. 
Look for new taxing methods. Tax rates under the 1942 measure are just 
about all the traffic will bear. Congress and the Treasury have been at 
odds over tax plans and policies but they're in agreement on that point. 
Both now realize that the great bulk of the added revenue to be pro- 


guced by the forthcoming revenue measure must come from new taxing 
methods. 











Sharp conflict will develop over means of imposing enforced 
savings. _The Treasury will renew its recommendations for a spending tax 
with a postwar credit feature. Congress will press for expansion of the 
5 per cent Victory Tax into a broader base for compulsory savings. Odds 
at present favor Congress. 








A drive will be made in Congress to enact a Federal sales tax. 
It _ will gain more support than the proposal had in this Congress. 








dis. The initiative for a nationai service act will have to come from 

pee congress for the time being. Protests of organized labor have made the 

lying dministration reluctant to press fur a forced labor measure at the 

mal” present time. This averts a barrage of opposition from management. Em- 
ployers say the Administration's plans overlooked a primary element in 


production speed. You can’t get top results from workers placed in jobs 


clud- they don't want to do. 
is the 


ntra- Labor shortage areas will continue to receive war contracts. 

imate Recent War Manpower Commission report to War Production Board recommend- 
quire- ing that areas suffering from labor shortages cease receiving war con- 
tation tracts will make little change in prevailing practices. Report was a 


vill be perfunctory one which will bring changes in only a very small number 
fields of instances. 


























Labor supply will continue to be a subordinate factor in award- 
es the ing contracts. Procurement officials, in negotiating contracts, will be 
rough. guided by (1) ability of a concern to deliver or perform on a contract on 
by far time, and (2) ability of a concern to fill a contract with a minimum 
loping amount of new machinery or equipment. Only after these two considera- 


Bee tions have been taken into account is manpower to be considered. 
‘ed up 


‘m out Labor shortage is becoming No. 2 obstacle in move to assist 
wants small manufacturers. It prevents small plants from taking W P B advice 
»third. to convert to and concentrate on essential civilian production. No. 1 
obstacle is still materials shortage. 























sea has 
a WP B plan favors the smaller units for essential civilian pro- 
signal duction. Reason is that many small plants are located in non-congested 
ndersea ereas where transportation and other problems are less acute than in the 
hazard. larger centers. However, unless means are found to make manpower 
000 for available to affected areas, many small manufacturers dependent on ci- 
vilian production will find themselves unable to operate their plants. 














herevel Harvest labor shortage is only the first hurdle to be scaled in 
y taxed getting in the crops. Marketing andtransportation facilities will be 








my handling the largest farm production of all time. But labor for moving 
* in the 


a and processing food crops will be more scarce than hired farm labor. All 
ie the way down the line to the consumer, shortages of labor, materials 
ss-tha and equipment must be overcome to complete the cycle of production. 
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WP B order authorizing canners to deliver supplies of canned 
fruits and vegetables in advance of «ivota dates will not affect supplies 
of these goods available to consumers. Effect of move is merely to per- 
mit delivery to wholesalers and retailers but they must agree not to sell 
goods before prescribed dates. Acticn was taken to relieve canners of 
the warehousing problem and the financial strain of carrying the stocks. 




















WP B is moving to, stave off canned goods rationing. Food of- 
ficials plan to do this through controlling deliveries of goods from 
canner to wholesaler and retailer by limitation orders. Original decree 
on delivery quotas was got out hurriedly and was intended as a stop gap. 
Limitation orders are expected to stave off rationing until next year's 
pack. Officials are overoptimistic. Plan could succeed but only if 
consumers will purchase only to satisfy normal needs. 














Ceilings on fresh fruits and vegetables are O P A headaches. 
Fixed ceiling prices take no account of seasonal fluctuations which 
range widely for these foods. O P A plan to overcome this is the "float- 
ing" ceiling idea. Such ceilings will permit revisions for normal sea- 
sonal fluctuations. They will not permit any change in the profit 
margin of wholesalers and retailers. 











Dry cleaning and laundry industry will be geared to total war. 
W PB feels many plants in this field are laying down on the job, are re- 
fusing to increase their service and take on new customers. Principal 





reason is it would require operating on a second daily shift. 
All laundry, dry cleaning and linen supply plants face a thorough 





survey of their operating hours and condition of their equipment to find 
out whether they are doing all they can to render service. Those who 
don't cooperate will find themselves without the equipment to carry on 
their business. 








Soon no laundry or dry cleaning machinery in the country will be 
idle. The equipment is heavy and makes considerable demand on steel. 
No new equipment will be made for the duration except for critical mili- 
tary installations. Established commercial plants and many military 
plants will have to get along with what they have. 











Makers of patent medicines, drugs and "headache cures" are 
taking a jolt. Federal Trade Commission is stiffening against drug ad- 
\ertising. It is requiring makers to insert qualifying statements in 
eds and on labels that tend to nullify advertising claims and make users 
reluctant to go in using the products. New attitude stems from the cru- 
sading of Dr. James J. Durrett, F T C medical adviser, formerly of the 
Food and Drug Administration. 

















Motion picture industry faces another film cut. It will get by 
for the rest of the year without any further curtailment of raw film but 
after January 1 allotments to producers will be readjusted. They've 
already taken a 10 to 24 per cent reduction. Armed forces and Govern- 
ment have to be assured of all the film they need. 











Future movie sets will not be so ornate. W PB orders restrict- 
ing uses of lumber are creating a problem for Hollywood producers. Stu- 
dios can't get the high grades of wocds for their film sets. Knotted 
lumber and second-hand materials are the only solution. 
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isturbing _ 


Beneficial Industrial Loan Corp. 


Now that the common stock of Beneficial Industrial 
Loan Corp. has advanced over 35% from the 1942 low 
of 9% up to current price of 1344, holders have asked 
us if they had better sell in view of the downtrend in 
income. 

Beneficial is one of the two leading companies in 
the small loans field. At the end of 1941 it had 435 
offices. In September, 1942, in order to offset mod- 
erately declining volume of loans, it purchased from 
Pacific Finance Corp. their subsidiary Consumers Credit 
Co. with 24 offices, handling about $2,700,000 in small 
loans. 

Beneficial Industrial Loan is well managed. Losses 
average only about 1% of amount of loans and a reserve 
for doubtful notes of about 6% of total notes receivable 
is carried. Interest rates are generally under the legal 
maximum. Up until 1942 notes payable increased steadily 
in relation to capital funds, but as loan volume declined, 
the company wisely repurchased 314,980 shares of their 
own stock, cutting outstanding shares to two million. 
Another sound measure was the hedge against a possible 
increase in interest rates through the sale of $20,000,000 
debentures. 

In the first 9 months of 1942 earnings dropped to $1.51 
a share against $1.72 earned in the same months of 1941. 
This was an acceleration of income decline in 1941 when 
$2.36 a share was reported compared with $2.62 in 1940. 
Full vear 1942 figures will probably show a 20% income 
decline due mostly to higher taxes. Governmental re- 
striction decreased the repayment period allowable on 
small loans from 20 months down to 12 months but no 
drastic regulation is foreseen. 

Dividends, too, will be moderately reduced. Thus 
far this year Beneficial has paid common shareholders 
$1.15 a share and another 3714-cent payment, similar 
to the past two quarterly disbursements, may be made 
before the year-end. Financial position is strong with 
current assets of $82,489,195 vs. current liabilities of 
$14,436,012. 

Conclusion: At present prices the stock yields over 
10%. Well financed and well managed, the com- 
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BY J.S. WILLIAMS 


pany should fare satisfactorily despite greater taxes and 
a moderate downward trend in volume of personal loans. 
Retention is suggested. 


Monsanto Chemical Company 


With Monsanto Chemical Company common selling 
only one-half point above the 1941 low of 77, holders 
have shown some apprehension in view of increased taxes, 
lower earnings and pending renegotiation of war con- 
tracts. With a 1942 high of 91 and a low of 66, the stock 
has recently been rather static. 

This action seems paradoxical in view of the extension 
of plant facilities which have brought current production 
well above the 100% capacity rate of early 1941. War 
production demands increased sales 714% thus far this 
year. The company makes over 300 chemical items, 
serving virtually every industry. War has increased the 
importance of some of these such as phosphoric acid, 
for treating metal, in view of tin shortages; and sodium 
phosphates for cleaning metal parts and preventing scale 
formation in steam boilers. Rubber chemicals, plastics, 
pharmaceuticals and varied industrial chemicals con- 
tribute to earnings. Costly plant construction was drain- 
ing working capital to some degree so in March, 1942, 
Monsanto sold 35,000 additional shares of $4 cumulative 
preferred to replace the expended funds. 

Earnings just out for the nine months ended September 
30, 1942, are only $2.65 a share on the common stock 
compared with $3.57 in the same months of 1941. We 
would point out that 57 cents a share represents 10% 
of excess profits tax which is not returnable to the com- 
pany until after the war. This downward trend reverses 
earnings improvement in recent years with $4.92 earned 
in 1941 against $4.26 in 1940. 

Taxes are hitting the company hard since the excess 
profits tax credit base is only about $2.50 per share. 
Monsanto has applied for reduction of their excess profits 
tax under the relief provisions of the Internal Revenue 
Code. No estimate of possible relief can be made—nor, 
as yet, can we ascertain the change in the tax liability 
of the company which will come about through renego- 
tiation of war contracts to (Please turn to page 148) 
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Whiskey Stocks 
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Worn military requirements for smokeless powder, syn- 
thetic rubber and other war products imposing unprece- 
dented demands upon the industrial alcohol producing 
capacity of the country, complete conversion of the 
American distilling industry to manufacture of alcohol 
for direct war uses is under way. Output of whiskey and 
other alcoholic beverages has been discontinued, not to 
be resumed, perhaps, until the cessation of hostilities. 
Conversion to war output had begun earlier this year, 
and by October 1, it is estimated, about 50 per cent of 
distilling capacity had switched to the making of indus- 
trial alcohol. And now, with complete suspension of 
alcoholic beverage production effected, transfer of opera- 
tions to war-time purposes will be materially accelerated. 
As a result, it is believed that the industry will be on 
a 100 per cent war-time basis early in 1948. 

It is estimated that 476,000,000 gallons of industrial 
alcohol will be needed for direct war consumption in 1943. 
Of this aggregate, the distilling industry is expected to 
contribute about 240,000,000 gallons. There exists the 
possibility, moreover, that this aggregate may be in- 
creased somewhat if positive action is taken with respect 
to proposals of the Baruch Committee to enlarge the 
domestic synthetic rubber program. Of particular signi- 
ficance, from a sales standpoint, is the fact that those 
240,000,000 gallons will be sold immediately, whereas 
under normal conditions new production would be stored 
for ageing purposes. 

Meanwhile, sales of mature distilled spirits, aided by 
increased spending power and spurred by the excise taxes 
placed in effect November 1, have been running well 
above those of year-earlier figures. In this connection, 
the latest published data of the Bureau of Internal Rev- 
enue reveal that stocks of distilled spirits on August 31, 
1942, totaled 529,089,000 gallons, compared with 522,- 
016,000 gallons at the end of August, 1941. Whiskey 
stocks totaled 507,493,000 gallons, as against 501,587,000 
gallons. 

Consumption of distilled spirits, as indicated by with- 
drawal taxes paid during July and August, amounted to 
28,181,000 gallons of distilled spirits, as against only 
19,074,000 gallons in the corresponding months of 1941. 
Total production in the two months amounted to 14,- 
861,000 gallons, compared with 17,410,000 gallons in the 
similar period a year earlier. 
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Constant conversion of productive facilities to war 
purposes is deduced from the drop in beverage alcohol 
production, as revealed by the foregoing figures; while 
the large stocks on hand will aid in sustaining sales vol- 
ume for a period estimated in some quarters as high as 
three or four years without further accretions to such 
beverage supplies. 


Synthetic Rubber Activities 


Direct war activities of Distillers Corp.-Seagrams, Ltd., 
one of the larger factors in the liquor industry, are fea- 
tured by recent announcement that the Rubber Reserve 
Co., a department of the RFC, had authorized one of 
the liquor company’s subsidiaries to build a pilot plant 
at Louisville, Ky., for making butadiene from grain 
through a fermenting process. Completion of this plant 
is expected by January 15, 1943. Capacity will approxi- 
mate 250 bushels of grain daily. This company reported 
sharp gains in interim earnings, with profits for the nine 
months ended April 30, 1942, amounting to $4.95 per 
common share, compared with $1.90 per share in the 
previous similar period. Dividends paid thus far in 1942 
amount to $2.22 per share of common, as against $2.22 
for the full year 1941. Finances at the end of 1941 were 
strong, and inventories alone were equal to more than 
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45 per cent of aggregate assets. Long-term trade posi- 
tion of the company has been strengthened by acquisition 
of additional distilleries. Dividends are payable in Cana- 
dian funds, minus the 15% tax. 

National Distillers Products Corp., is the largest or- 
ganization incorporated in this country which is engaged 
in the distilling, storing and distribution of spirits or 
whiskies. Products are marketed under many brands, 
including such well-known items as Old Overholt, Mount 
Vernon, Old Grand Dad and Sunny Brook. This com- 
pany retains title to its whiskey production until it enters 
distribution channels, thus providing some measure of 
control over markets. The twelve distilleries operated have 
an annual capacity of about 50,000,000 proof gallons 
of whiskey. The company has exhibited a consistently 
good earnings record since repeal of the 18th amendment. 

Nine months’ net was equal to $2.36 per share of capi- 
tal stock, compared with $1.87 in the same 1941 months. 
Balance sheet at the end of 1941 showed a strong inven- 
tory position, with this item comprising nearly 45 per 
cent of total assets. Dividends have been maintained 
on a $2 annual basis since 1938. Profit margins re- 
cently have been aided by withdrawals of lower-cost 
whiskey, much of which was produced in 1938. The com- 
pany’s formidable trade position will be of great advan- 
tage in the post-war period. Meanwhile, the shares pro- 
vide a return of about 8 per cent. 


Liquor Company Profits Rise 


Following wide earnings improvement in the fiscal 
year ended August 31, 1941, further moderate gains were 
reported by Schenley Distillers Corp., for the nine 
months ended May 31, 1942, profits being equal to $2.99 
per share of common, compared with $2.92 per share 
in the similar period a year earlier. Schenley ranks 
among the larger domestic liquor enterprises, with dis- 
tilleries and plants operated in six states. Best known 
brands include Old Schenley, Golden Wedding, Gibson’s, 
Green River and Three Feathers. Through an import- 
ing subsidiary, the company distributes rum and Scotch 
whiskey, while representation in the production of wine 
is held through ownership of one of the larger California 
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This seething mash becomes ‘‘distillers' beer", 
from which whiskey is distilled. Tank contains 
nearly 100,000 gallons; is in one of the Schenley 
plants. 


vintners. Annual distilling capacity at the 
~, end of 1941 approximated 55,000,000 gallons. 
= Schenley hass engaged in considerable re- 
financing since the end of the 1940-41 fiscal 
year. Last March, the management sold 
$15,000,000 of 10-year, 4 per cent sinking 
fund debentures, and also arranged for a re- 
volving bank credit of similar amount. Pro- 
ceeds of the debenture sale were used for 
retirement of existing bank loans. Despite its 
excellent earnings record, Schenley has fol- 
lowed an extremely conservative dividend 
policy in the past few years. For example, 
total earnings on the common from 1938 to 
1941, inclusive, were not far under $14 per share. Yet 
aggregate distributions on the common shares in the 
comparable calendar periods amounted to but $1.50 per 
share on the common. Earnings have been devoted to 
expansion and development work, as well as to creating 
a strong inventory position, all of which will be of sub- 
stantial benefit to the company in the future. 


Other Activities of Distillers 


One of the best fortified liquor organizations from the 
standpoint of inventories is Hiram Walker-Gooderham 
& Worts, Ltd., the leading Canadian distiller of whiskey 
and gin. It was stated late in August that this concern 
held about 80,000,000 gallons of ageing liquor in storage. 
Competitive position is aided by the fact that no restric- 
tions have been placed on production of the company’s 
most popular whiskey brand, Canadian Club, which is 
distilled in the Dominion. Other well-known brands 
include Ten High Bourbon, Barclay’s Private Stock Rye, 
Gold Label Bourbon, Royal Canadian, London Dry and 
Five O’Clock Gin. This concern is also a maker of com- 
mercial alcohol, carbon dioxide and the solid gas known 
as “dry ice.” The company’s distilling plant at Peoria, 
Ill., is the world’s largest, with a daily capacity of 100,000 
gallons. Moreover, about 90 per cent of the company’s 
sales are made in the United States. 

Profit gains of Hiram Walker registered in the fiscal 
year ended August 31, 1941, were extended during the 
nine months ended with May 31, 1942, net income, after 
all charges and preference stock dividends, being equal 
to $6.40 per share of common stock (expressed in Cana- 
dian currency), compared with $5.95 per share in the 
previous corresponding period. No balance sheet later 
than that as of August 31, 1941, is available. On that 
date, finances were in excellent condition, with net work- 
ing capital being equal to nearly 49 per cent of total as- 
sets. Dividends are being paid on the annual basis of $4 
(Canadian funds), minus 15 per cent tax. Allowing 
for the discount in Canadian currency, the common 
shares provide a yield of about 8 per cent. 

Possession of substantial inventories by these compa- 
nies and other producers will (Please turn to page 145) 
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E. G. Budd Preferred Has Huge 
Earnings Back of It 


Reports have been current that E. 
G. Budd Manufacturing will ask the 
R.F.C. for permission to pay a 
dividend on the preferred stock in 
the next few weeks. There is a 
qualified denial of this from Phila- 
delphia. The permission would be 
necessary, as the company had some 
large loans from the R. F.C., which 
usually demands that no dividends 
be paid and sometimes no interest 
on junior bonds, until the loan is 
paid off, or at least no dividend pay- 
ments without definite permission. 
Be that as it may, the recent big ad- 
vance in Budd Manufacturing pre- 
ferred seems to be fully warranted 
by the earnings of the company. In 
the third quarter of 1942 alone, the 
net on the preferred was $15.80 a 
share. In a little over two years, 
the company has earned over $100 
a share on its preferred stock. Such 
earnings, sooner or later, seem bound 
to go to the shareholders, in part at 
least. The stock is entitled to $7 a 
share a year and there is something 
like $84 a share in accrued dividends 
owing on it. The company is 100% 
in war work, with rolling stock for 
the army, stainless steel planes for 
the navy. The after war outlook is 
promising, with orders for automo- 
bile bodies, stainless steel cars for 
railroads, stainless steel trailers and 
other things which have been out of 
production since the first of the year 
and on which a large “scarcity de- 
mand” may be expected after the 
war. Despite the advance in the 
preferred stock, it still looks prom- 
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ising, but could be subject to some 
profit taking reactions from time to 
time. 


Too Much Emphasis on 
Latin-American Oils? 


The demand for oil from Vene- 
zuela, Colombia and other parts of 
Latin America has had an impetus 
from the cutting off of supplies from 
the Dutch East Indies. This has led 
to some large gains, percentage-wise, 
in some of the stocks of companies in 
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Concrete cast against new "Hydron" from linings, made of fabric, is several times 
as resistant to weather and abrasion as ordinary concrete. 





that area in South America. It looks 
as if this may have been overdone. 
For example, Venezuelan Petroleum 
recently selling at above 5, ignores 
the fact that the company earned 
only a cent or two a share annually 
for years and that the company has 
4,000,000 shares of stock. In com- 
parison with a number of oil produc- 
ing company stocks in the United 
States, Venezuelan Petroleum would 
have to earn over $1 a share to war- 
rant such a price, and there is no 
indication that it is doing it. Inci- 
dentally, a story was current in the 
market lately that Colon Develop- 
ment was earning enough for its 
stock to be worth 10 or more. The 
stock doubled in price in a short 
space of time, but there is a lot of it, 
too, with bonds and preferred, and 
no sign that earnings per common 
share will be much. Of course, if 
there is a long war, the demand for 
oil may grow and grow. That would 
also help the domestic companies, 
and many of their stocks look better 
on relative statistical values, on all 
figures published to date, than the 
Latin-American shares as a whole. 


A Different Kind of Oil Stock 


Every now and then, Indian Re- 
fining shares have a sharp spurt, 





After concrete has 


hardened, and forms removed, the lining is peeled off, leaving smooth surface that 


needs no refinishing. 
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then later lapse back to about wnere 
they started from. The reason for 
this is that the floating supply of 
the stock is quite small. Texas 
Company years ago made a direct 
offer of exchange of its own stock,— 
at one share for three, or maybe it 
was four, shares of Indian Refining. 
Since the offer expired, Texas has 
purchased it from time to time. In 
September, S. E.C. reports showed 
1,200 shares of Indian acquired by 
Texas, which now owns well over 
90% of the outstanding _ stock. 
Sometimes a small floating supply 
results in better market gains dur- 
ing periods of public buying of 
stocks than result from earnings, 
dividends, mergers or other tangible 
reasons. 


Warren Brothers Plan Completed 


The reorganization plan of War- 
ren Brothers has been completed for 
several months and the new securi- 
ties are expected to be issued before 
the end of 1942. The earnings of the 
old company have been about 
double those of last year, so far in 
1942. Under the plan, one share of 
old common will receive one-quar- 
ter share of new Class C stock. The 
1941 earnings would have provided 
about $2 a share on the new “C,” 
and income this year is running far 
above 1941. It looks like a good 
future for those who hold their old 
common to get the new stock. 


New Fonda Railroad Has 
Good Outlook 


Steps for the inauguration of the 
new road to succeed the Fonda, 
Johnstown & Gloversville are looked 
for early in 1943. The plan has been 
accepted by all parties in interest. 
The funded debt and fixed charges 
are to be scaled down sharply. The 
road is currently earning enough to 
cover interest over four times on the 
new first mortgage 4% bonds and 
more than twice on the new 444% 
income bonds and leave nearly $1 a 
share for the new common. There 
are two bonds of the old road. One 
appears to be an attractive specula- 
tion, the other not. The old general 
refunding 4s of 1950 are to receive 
$750 in first 4s and $410 in income 
44s of the new road for each $1,000 
bond. At around 40, with the good 
earnings prospects for the new road, 
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The Position of Leading Bank Stocks 


Indicated 


1942 Net Reported 
Earnings 1941 Net 
Name Per Share (a) Per Share 
Chase National, New York....... $1.90 $1.96 
National City, New York........ 1.86 1.94(c) 
Guaranty Trust, New York........ 12.75 14,26 
Bankers Trust, New York......... 2.85 3.19 
Central Hanover, New York...... 6.00 6.31 
Manufacturers Trust, New York.... 3.80 3.94 
Bank of America, California...... 4.00 4.16 
Continental-Illinois, Chicago...... 7.25 10.12(d) 
First National, Chicago.......... 21.00 21.74 
First National, Boston............ 3.50 3.20 
Philadelphia National........... 7.35 7.83 


Current 
Dividend Recent Indicated Price 
Rate Price Yield Ratio (b) 
$1.40 27% 5.1% 14.5 
1.00 26% 3.7 14.2 
12.00 240 5.0 18.9 
1.40 40 3.5 14.0 
4.00 77 5 12.8 
2.00 35% 5.6 9.3 
2.40 3419 7.0 8.6 
4.00 151% pS 10.4 
10.00 290 3.5 13.8 
2.00 39 5.1 11.1 
5.00 92 5.4 12.5 


(a) Based on income reported for first nine months (six in some cases) and estimated of year-end 


earnings as based on 1941 last quarter (or half year). 


(b) The ratio of recent price to current dividends, per share. 
(c) In 1941, this bank had recoveries and special income equal to $1.61 a share in addition to what it 


reported as its earned income. 


(d) Indicated earnings. 





they seem to be attractive. The old 
2s of 1982, even though they are 
selling for about one-eighth of the 
price of the old 4s, do not look un- 
der-priced as the 2s are to get only 
$25 in new first 4s and $65 in new in- 
come 414s and 8 shares of stock. 
Incidentally, a relic of the old days 
is retained in the name of one of the 
subsidiaries of this road,—named 
the J. G. & K. Horse Railroad. The 
name will pass out of existence after 
the reorganization is consummated. 


Roxy Theatres Preferred Should 
Get Investment Status 


The crash of the old Roxy The- 
atres and the subsequent reorganiza- 
tion have left a speculative tinge on 
the new Roxy Theatres preferred, 
but it has been getting its regular 
$1.50 a share annual dividend for 
years. The theatre is doing very 
well currently and there is every rea- 
son to believe that the outlook for 
the future should continue good for 
as long as can be seen ahead. This 
stock sells to yield about 10%, but 
it ought to eventually get a strong 
investment status and sell more in 
line with stocks which have such a 
standing. The common stock of 
Roxy Theatres is all owned by Twen- 
tieth Century-Fox. 


No Change in Gold Stock Outlook 


One of the larger gold mines de- 
veloped a vein of molybdenum, and 
the stock had a sharp recovery after 


the news was made public. Several 
of the other gold shares rallied on 
buying representing replacement of 
shares sold previously at higher 
levels, and on some short covering. 
This sudden strength at an unex- 
pected time led to some belief that 
gold shares may be attractive, even 
with curtailed operations and clos- 
ings at many mines. The stocks 
more recently lost part of this re- 
covery. There is no change in the 
outlook for them, however, and 
many other stocks seem to offer 
much better possibilities for the near 
term. 


Clark Equipment in War or Peace 


There are some stocks which are 
selling only 114 to 3 times their cur- 
rent per share earnings, but in many 
instances this is because the recent 
earning power is expected to fade to 
small proportions when the war 
ends. There are some which are 
having very large earnings, relative 
to current prices, which may be ex- 
pected to earn enough after the war 
to make present prices seem low. An 
example is Clark Equipment, with 
indicated earnings of about $12 a 
share for 1942, with about $4.50 a 
share tax refund to be added after 
the war, and with excellent possi- 
bilities when peace is restored. It is 
an important supplier of truck and 
tractor parts, and the demand for 
these products is expected to be 
on a large scale for years after 
the war. 











Anothor Look At... 


CERRO DE PASCO COPPER CORP.—LINK-BELT CO.— 
CLIMAX MOLYBDENUM CO.—CONTINENTAL-DIAMOND FIBRE CO.— 


NEW JERSEY ZINC CO. 


By Tue MaAGAzIne oF WALL STREET STAFF 


Cerro De Pasco Copper Corp. 


From a standpoint of marketing of output, this com- 
pany is uniquely favored, inasmuch as purchases by the 
United States Government, through the latter’s Metal 
Reserve Co., will aid Cerro De Pasco in disposing of its 
entire production of copper, lead, zinc, silver and gold. 
Under normal conditions, United States tariffs restrict 
sales of this company in the American market, although 
its copper is refined here. 

The company’s properties are situated in the central 
part of Peru. Position enjoyed as one of the lowest-cost 
copper producers in the world may be attributed to large 
silver and gold production. Output in 1941 amounted 
to 62,086,000 pounds of copper, 10,969,000 ounces of 
silver, nearly 80,000 ounces of gold, 72,301,000 pounds of 
lead and 21,000 tons of zinc concentrates. At the end 
of 1941, the company held 39,000 shares of American 
Metal Co. stock. About 75% of metal production is 
derived from the company’s own mines, and the re- 
mainder from purchased ores. Although no estimate of 
ore reserves is available, large capital expenditures for 
development purposes signify the management’s confi- 
dence in long life for the mines. 

Not since 1935 have annual earnings exceeded divi- 
dend payments. Nevertheless, the company’s balance 
sheet as of Dec. 31, 1941, disclosed an unusually strong 
financial position, with current assets of $25,921,000, in- 
cluding cash and securities of more than $18,300,000, 
compared with current liabilities of only $2,924,000. Net 
current assets were equal to more than $20 per share of 
common stock, the only capital obligation. Profits for 
the first half of 1942 were equal to $0.90 per share, com- 
pared with $1.10 for the same months of 1941. Dividend 
payments through Nov. 2, 1942, were $4 per share, 
exactly the same as annual distributions for the full years 
1938, 1939, 1940 and 1941. 

Although earnings may continue to range not far un- 
der those recently prevailing, it is questionable whether 
the current dividend rate will be maintained indefinitely 
—and this notwithstanding the company’s strong finan- 
cial status. Nevertheless, even in the event of a possible 
reduction to $0.75 quarterly, a yield of more than 8% 
would be provided. Considering all contingencies, the 
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stock may be considered attractive for income around 
current prices of 35. 


Link-Belt Co. 


Stimulated by requirements growing out of the war, 
operations of this company’s plants are at capacity 
levels, engaged in production of conveying equipment, 
power-transmission machinery, industrial elevators and 
other related items. Moreover, two subsidiaries are turn- 
ing out cranes, shovels, and earth-moving machines, as 
well as direct ordnance materials. In the transfer to war 
production, comparatively little plant conversion was 
necessary, and this factor will be of great benefit to op- 
erating costs when peacetime orders again feature the 
company’s activities. The company operates two plants 
in Chicago, two in Indianapolis, and one each in Phil- 
adelphia, Atlanta and Dallas. Subsidiaries conduct op- 
erations in California, Illinois, Iowa and Canada. 

In only two years since the onset of the depression has 
the company failed to record profitable operations. Prof- 
its in 1941, after dividends on the 31,740 shares of 614%, 
$100 par, cumulative preferred then outstanding, were 
equal to $3.95 per share on the 684,462 shares of no-par 
common, compared with $3.37 per share of common in 
1940. While sales for first nine months of 1942 were 46% 
over those for the same months of 1941, Federal taxes 
were more than quadrupled, and as a result profits de- 
clined to $2.52 per common share from $2.95 in the first 
nine months of 1941. 

The Sept. 30, 1942, balance sheet exhibited a strong 
financial condition, with current assets of $23,890,000, 
including cash of $12,221,000, comparing with current lia- 
bilities of $10,330,000. Dividends paid or payable in 1942, 
through Dec. 1, total $2.00 per share of common, equal 
to the total of those disbursed in 1940 and 1941. Annual 
payments have been maintained on the common shares 
without interruption since 1907. 

Raw materials situation is satisfactory, assuring main- 
tenance of a high level of wartime operations. Strong 
trade position and broad diversification of products and 
markets will be of inestimable value in the post-war 
period. Rehabilitation and replacement of industrial 
machinery should help sustain demand for a considerable 
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time after cessation of hostilities. At prevailing market 
prices, a yield of about 514% is available, while excel- 
lent long-term price appreciation potentialities warrant 
inclusion of this issue for investment purposes. 


Climax Molybdenum Co. 


Molybdenum, a metal of the chromium group, is 
playing a vital role in the war effort as a steel alloy, 
thereby relieving pressure on nickel and other metals. 
This metal, which is white in color, and difficult to fuse, 
forms a steel-like alloy with carbon. 

The world’s largest factor in production of this metal 
is Climax Molybdenum Co., which accounts for about 
70% of the international output. The company’s mine, 
located at Climax, Colorado, is the biggest molybdenum 
mine in the world. Potential output of the mine is esti- 
mated at over 35,000,000 pounds annually, while 1941 
production exceeded 27,000,000 pounds. Ore reserves 
are estimated to be over 145,000,000 tons. Blocked-out 
reserves are said to be sufficient for about 50 years’ pro- 
duction at capacity. Under peacetime conditions, the 
automotive business has been the largest consumer of 
molybdenum, while in 1940 about 45% of total sales was 
for export purposes. 

Earnings improvement noted last year was extended 
through the first nine months of 1942, and company’s 
profits were equal to $3.54 per share on the capital stock, 
as against $2.50 per share in the corresponding 1941 
period. Finances were extremely strong, according to 
the latest balance sheet, that as of Dec. 31, 1941. Total 
current assets of $14,893,000, including cash and United 
States securities of $7,212,000, compared with current 
liabilities of $3,784,000. There was no funded or float- 
ing indebtedness ahead of the 2,520,000 shares of capital 
stock. Dividends through Nov. 17, 1942, total $1.90 per 
share, compared with $3.20 for the full year 1941. 

Advantages of this metal in enhanc- 
ing tortional strength and the abrasional 
and heat resistance of steel should sub- 
stantially extend its utilization in future 
years. For the duration, moreover, a 
large market is available for the com- 
pany’s output. The dominant posi- 
tion of Climax Molybdenum in this di- 
vision of metallurgy, considered in con- 
nection with the éxcellent earnings rec- 
ord of recent years, accord the capital 
stock considerable appeal as long-term 
representation. in one of the most 
promising departments of the mining 
industry. 


Continental-Diamond Fibre Co. 


Although few details are available, 
war orders are understood to provide a 
large proportion of business now on the 
books of this company. Chief products 
are vulcanized fibre (accounting for 
about 33% of sales), laminated plastics 
(25%), molded plastics (23%), and 
mica products (12%). Output is widely 
used by manufacturers of electrical in- 
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sulation, brake shoes and linings, bushings, friction discs, 
panel boards, ignition cable tubes and traveling trunks, 
among others. Plants and branch offices of the company 
are located in the United States, Canada, England and 
France. In view of the fact that the French properties 
are under German control, the company has written off 
its investment in such properties because of inability to 
secure any reliable information with respect to their 
status. 

Annual earnings have shown constant improvement 
since the deficit reported in 1937. Net for 1941 was 
equal to $1.99 per share on the outstanding 450,000 
shares (the only capital liability), compared with $1.24 
in 1940. Higher tax allowances, however, more than 
offset sales gains in the first nine months of 1942, and 
net receded to $0.74 per share from $1.32 per share in the 
six months ended June 30, 1941. Finances at the end of 
1941 were in sound condition, with current assets of 
$4,414,000, including cash of $552,000, comparing with 
current liabilities of $1,454,000. Net current assets were 
equal to about $6.50 per share, or approximately the cur- 
rent market prices for the stock. Dividends paid this 
year amount to $0.50 per share through Sept. 14, as 
against $1.00 paid for the full year 1941. 

Business originating directly or indirectly from mili- 
tary sources is expected to maintain operations at high 
levels for the indefinite future. Post-war prospects are 
aided by the substitution of plastics for metals—a trend 
that will doubtless be intensified in future years—and 
the ratio of molded plastics to total output should 
therefore increase. 

Keen competition characterizes the electrical products 
field, with narrow profit margins the general rule. Un- 
der peacetime conditions, the company’s earnings have 
been subject to wide fluctuations. Indications are that 
the current $0.50 annual dividend basis will be main- 
tained, and the issue around (Please turn to page 148) 


Link-Belt is operating at capacity levels, turning out conveying equipment, power- 

transmission machinery—as well as direct ordance materials. 

production was made with comparatively little plant conversion, a factor which 
will be of benefit in return to peace-time normal production. 


Transfer to war 








Six Stocks with Good Earnings and Assets 


EATON MFG. CO. 


MOHAWK CARPET MILLS, INC. 





Price Range 


1941 


Thousand Shares 


1940 





1942 








BUSINESS: Normal output of this company consists of a wide line 
of automotive equipment, including truck axles, chassis leaf springs, 
valves, tappets and valve seat rings, as well as water heaters and de- 
frosting units. However, during the past year or so, the company has 
expanded its facilities for production of armament which embraces more 
than 90 items for airplanes, army trucks, guns, ammunition, tanks, scout 
cars, navy patrol torpedo boats and bomb parts. Plants are operated 
at Cleveland, Detroit and other middle western centers. Aircraft equip- 
ment sales are estimated at about 25% of the total. 


FINANCIAL POSITION: Despite substantial increases in provision 
for taxes, this company has succeeded in maintaining a strong financial 
position. Latest published balance sheet, that as of Dec. 31, 1941, 
disclosed total current assets of $19,332,000, including cash and certif- 
icates of deposit in the total amount of $5,876,000, marketable securi- 
ties of $528,000, receivables of $5,760,000, and inventories of $7,168,000. 
Current liabilities of $10,946,000 included tax provision of $7,545,000. 
This latter item at the end of 1940 was but $2,933,000. The only capi- 
tal liability was 703,646 shares of capital stock. Net current assets 
were equal to approximately $19 per share. Appreciably heavier taxes 
have offset the gains in revenues during 1942, and net income for the 
nine months ended with September 30 was equal, after all charges, to 
$4.36 per share, compared with $4.41 in the similar months of 1941. 


OUTLOOK: Expanded facilities will be fully utilized for the duration. 
Despite narrower profit margins on war business, coupled with high costs 
and taxes, earnings per share will remain at high levels. Of particular 
significance, with respect to operations after the conclusion of hostili- 
ties, is the increasing proportion of output being utilized by the avia- 
tion industry, thus reducing dependence upon the automotive trades as 
revenue sources. Such diversification should be of great advantage to 
the company's operations in the post-war period. 


MARKET ACTION: ge 3 


fg. Co. 

"40 high to '41 low 16% decline 
‘41 low to '41 high 17% advance 
41 high to '42 low 23% decline 
"42 low to '42 high 22% advance 30% advance 27% narrower 

Average volatility on four moves: 23% narrower on declines; 261% on 
advances, than M. W. S. index. However, recovery in recent months has been some- 
what in excess of rise in industrial stock averages. 


COMMENT: Recent price—33. War work believed to be almost 
completely utilizing plants. Increasing aviation business is favorable 
post-war factor. 


Market Eaton's moves in 

verage relation to average 
23% decline 30% narrower 
23% advance 26% narrower 
27% decline 15% narrower 





Long-Term Record 


Net Sales Netincome Net Per ivi Price 

(millions) (millions) Share Range 
NA $ .978 1.44 221 “12%, 

0%-16% 


3 
401 Rls 
wae 


\ . J x 30%-151%4 
1940 x 2.995 R t 37_ -22 
1941. } 36%-27 
1942 +4 mos. Sept. *341/4-26 
1941[(9 mos. Sept. 


NA—Not available. *—To date. 





Price Range 


1940 194) 


housand Shares 


T 











BUSINESS: Company is one of the outstanding factors in the domes- 
tic rug and carpet industry. Output includes such well-known items as 
"Chenilles," "Wiltons" and "Axminsters," as well as a line of tapestries 
and velvets. Company's plants are located at Amsterdam, N. Y., and 
sales are made directly to wholesalers from warehouses in various parts 
of the company. At the present time, the Government is the company's 
principal customer, and efforts will be made, it is said, to retain a con- 
siderable portion of Federal business after the conclusion of the war. 
Products being utilized in the war effort embrace blankets, duck, ma- 
chine tools and other military items. 


FINANCIAL POSITION: Substantial inventories have characterized 
the company's financial reports in recent years. This is a distinct ad- 
vantage, in view of the difficulty of importing carpet wools. Inventories 
as of June 27, 1942, aggregated $12,002,000, out of total current assets 
of $18,205,000, while cash holdings were $2,726,000. Current liabilities 
amounted to $5,038,000, which included tax reserve of $2,679,000. Net 
current assets on June 27, 1942, were equal to about $24.60 per share 
on the outstanding 531,000 shares. This sum is well in excess of prevail- 
ing market prices for the shares. Dividend payments in 1942 total $2.00 
per share through Dec. 9, compared with $2.00 for the full year 1941. 


OUTLOOK: Aided by large Government demand, as well as by a 
strong inventory position, sales should continue at high levels over the 
immediate future, thus contributing toward sustaining profits around 
the improved levels established in recent years. Advertising expendi- 
tures have been increased in order to facilitate the movement of mer- 
chandise into g channels. Indications are that dividends will 
be continued on the current $0.50 quarterly basis. Strong trade posi- 
tion of the company, with its reputation for high-quality merchandise, 
will be of distinct advantage (as well as the constantly accumulating 
demand for floor coverings) to operations during the years following 
the end of the war. 


MARKET ACTION: 


Carpet Mills 
‘40 high to '41 low 
‘41 low to ‘41 high 21% advance 
‘41 high to '42 low 24% decline 27% decline 11% narrower 
*42 low to '42 high 31% advance 30% advance 3% wider 


Average volatility: 3% narrower on advances. The rate of advance since July has 
iderably ded that of the average of industrial stocks. 





Market 

Average 
23% decline 
23% advance 


Mohawk Mohawk’s moves 


in relation to avge. 


9% narrower 





COMMENT: Recent price—I8. Progressive sales policies of manage- 
ment manifested in substantially increased advertising appropriations. 


Long-Term Record 
. Net Sales Net Income Net Per Divi- 
(millions) spies Share dends 
$ 9.561 d yi} $d0.13 $0.25 
1.262 
1.242 
d1.486 
1.799 
1.579 . ° 
1.962 5 a 1734-124 
66 : F 


} ‘ 8 *18 -1214 
1941 (6 mos. June 13.894 .958 
d—Deficit. *—To date. 
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Six Stocks with Good Earnings and Assets 


DEVOE & RAYNOLDS CoO., INC. BULOVA WATCH CoO., INC. 
eae 


40 
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Price Range 
Price Range 








i alilih cllianhi ae 


1939 1940 194) 1942 
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BUSINESS: This company is one of the foremost producers of paints, | BUSINESS: Bulova is one of the leading manufacturers of strap and 
varnishes and allied lines. Paint brushes account for about 10% to | wrist watches with jeweled movements, and also makes electric clocks, 
15% of aggregate sales. The present corporation is successor to a | pocket watches and boudoir clocks. Quality products are marketed 
business established in 1754. Over 50% of output is normally sold to | under company's own name, while cheaper watches are sold under the 
dealers, although in recent years representation in the industrial paint | Westfield brand. Plants are leased in New York State, Massachusetts 
field has expanded. Commercial output is marketed principally in the | and Rhode Island, while a Swiss plant supplies the company with cer- 
East and the Middle West. It is understood that, at the present time, | tain parts. Foreign sales normally account for about 5% of total out- 
the greater portion of production is being absorbed by the Government | put. Company's new Providence, R. I. factory is stated to be the 
for use on planes, tanks, guns, warships and war factories and houses. | Most modern watch-case plant in America. 

; . | FINANCIAL POSITION: Although earnings declined during the 
FINANCIAL POSITION: Maintenance of a strong current asset posi- | fiscal year ended March 31, 1942 the customary strong financial condi- 
tion has characterized this company's operations in recent years. The | tion was maintained. Balance sheets as of that date showed current 
latest published balance sheet, that as of May 31, 1942, disclosed total | assets of $14,527,000, which included cash of $4,791,000, receivables of 
current assets of $8,712,000, including cash of $1,342,000, receivables $5,214,000, and inventories of $5,015,000, compared with current liabili- 
of $2,996,000 and inventories of $4,374,000, compared with current | ties of $3,952,000. Net current assets were equal to approximately 
liabilities of $1,395,000. _Net current assets were equal to about $28.85 | $397.50 per share of common, the sole outstanding equity issue. Divi- 
per share on the combined "A" and "B" stocks. Dividends on the | dends, which have been paid annually since 1937, have been substantial- 
common issues amount to $1.25 per share through Dec. |, 1942. ly under earnings for the past several years. Payments in 1942 through 


OUTLOOK: Stimulated by war-time requirements, total sales volume seal _— bia wo ; 

is expected to continue high for the duration, notwithstanding limita- OUTLOOK: It is officially stated that all plants and equipment that 
tions upon private construction and upon sales for renovation and other | ¢an be converted are being used in the manufacture of munitions and 
purposes. Costs of raw materials have risen, while sales prices (for material for the prosecution of the war. Sales during the June, 1942, 
commercial markets) have been fixed by the OPA. Nevertheless, in- | quarter were 15% under those of the same 1941 months, and raw ma- 
terim profits are being well-maintained, and the report for the fiscal terial shortages will further handicap normal production. _ Earnings ob- 
year should reveal another excellent earnings performance. The bene- tained from war business will aid in offsetting the recession in net in- 
fits of continuing research activities will be of great advantage to the | come from regular sales. Moreover, the company Is favored by a rela- 
company during the post-war period, while accumulating demand for tively high excess profits tax exemption. The eminent position occupied 
the company's products from regular consumers should also aid in sus- by the company in its trade assures full participation in revived buying 
taining sales volume during the era of industrial and commercial re- of consumer goods during the post-war era. 


habilitation. MARKET ACTION: otawe ee al moves in 
atc verage relation to average 
MARKET ACTION: Devoe & Market Devoe’s moves in 40 high to '41 low 13% decline 23% decline 447% narrower 
Raynolds Average relation to average *41 low to '41 high 18% advance 23% advance 22% narrower 
13% decline 23% decline 44% narrower °41 high to '42 low 40% decline 27% decline 48% wider 
29% advance 23% advance 26% wider *42 low to '42 high 30% advance 30% advance 
11% decline 277% decline 597% narrower Average volatility on four moves: 2% wider on declines; 11% narrower on ad- 
67% advance 307% advance 807% narrower vances, than M. W. S. index. Market advance since mid-summer has moderately 
Average volatility on four moves: 52% narrower on declines; 27% narrower on | exceeded that of the industrial stock averages. 
advances, than M. W. S. index. 


COMMENT: Recent price: Class "A"—I7. With a good interim 
ahibit, earnings outlook is relatively satisfactory. Long-term prospects 
ate excellent. | 


COMMENT:. Recent price—26. Narrowing profit margins will affect 
near-term earnings. Dividends will probably be continued on basis now 
prevailing, with small extras a possibility. 


Long-Term Record — Record 


Net Sales NetIncome Net Per (a) Divi- i Profit Netincome Net Per (a) Divi- Price 
(millions) (millions) h dend e § t (millions) (millions) Share dends ange 
$ 8.817 $ .460 $2.3 $2.00 55 $2.108 $ .388 $0.77 aaa 143%4- 3%, 
4 595-1114 
6514-26 
39 -15% 
3414-211 
3514-1798 
355-27 
*2610-1914 
7.159 .311 ‘ eon 
Fiscal year ended Nov. 30. §—Class A."’ d—Deficit. *—To date. 
(a)}—Dividends paid in calendar years. 
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Six Stocks with Good Earnings and Assets 


FREEPORT SULPHUR CO. 





Price Range 


1940 194) 





Thousand Shares 








BUSINESS: This concern occupies second rank among the sulphur 
producers, with 1941 output accounting for nearly 30% of American 
natural sulphur production. Sulphur is obtained from leased deposits 
in Texas and Louisiana, and is used chiefly to produce sulphuric and 
sulphurous acids used in fertilizer, oil, chemical, iron and steel, textile, 
rubber and plastic industries. The company also owns about 90% of 
the outstanding stock of Cuban-American Manganese Corp., which 
operates extensive deposits of manganese ore in Cuba. The Cuban 
mills have an annual capacity of 100,000 tons of sintered concentrate 
which is sold duty free in the United States. 


FINANCIAL POSITION: Although dividends have been paid con- 
tinuously since 1927, the company has succeeded in steadily strengthen- 
ing its finances in recent years. The Dec. 31, 1941 balance sheet (latest 
available) showed current assets of $17,604,000, which included cash, 
special depesits and U. S. Tax notes of $7,161,000; receivables of $2,- 
365,000, and inventories carried at a cost price of $8,078,000. These 
compared with current liabilities of $3,576,000, of which tax prevision 
was only $985,000. Net current assets were equal to about $13.90 per 
share on the outstanding 796,380 shares of $10 par common stock. 
Funded debt at the 1941 year-end consisted of $3,000,000 of 3% de- 
bentures, maturing in 1959, and there was no floating indebtedness. 
Dividend payments through Dec. |, 1942, total $2.00, as against $2.00 
for the full year 1941. 


OUTLOOK: Sulphur sales will continue large, as a consequence of 
heavy direct and indirect war demands. Volume of manganese sales 
will depend principally on available shipping facilities. Hitherto liberal 
depletion allowances for tax purposes are unchanged in new tax law. 
Profit prospects are encouraging, and 1942 figures should compare 
favorably with the net income reported in the years immediately pre- 
ceding. A compensating factor is seen in the demand for manganese 
now and in future years. 


MARKET ACTION: 


‘40 high to '41 low 
*41 low to '41 high 


Freeport Market Freeport’s moves 
ulphur Average in relation to avge. 
5% decline 23% decline 78% narrower 
: 14% advance 93% advance 39% narrower 
‘a1 high to '42 low 27% decline 27% decline 
42 low to '42 high 28% advance 30% advance 7% natrower 
Average volatility on four moves: 39% er on declines; 23% na er on 
advances, than M. W. S. index. In the past few months, rate of advance in the stock 
has been at a greater pace than in the case of the industrial stock averages. 





COMMENT: Recent price—37. Manganese will probably furnish a 
larger percentage of taxable income in the post-war period. 


Long-Term Record 
Gross Sales NetIincome Net Per Divi- 
(millions) (millions) Share dends 
8.813 $1.477 $1.75 $2.00 
My +4 


1941 (9 mos. Sept.). 
NA—Not available. *—To date. 





AMERICAN STOVE CO. 





Price Range 























peer Oe Delshsssrsll a tdatedesis., 
1939 1940 194) 1942 





Thousand Shares 

















BUSINESS: This organization, the largest in its industry, produces 
normally between 15% and 20% of all domestic cooking stoves. Prin. 
cipal trade-marks are “Quick Meal," “Magic Chef" and "Lorain," 
Company specializes in higher-priced products. Plants are located in 
St. Louis, Mo.; Harvey, Ill., and Cleveland and Lorain, Ohio, while a 
foundry is operated at Indianapolis. Production of stoves for the trade 
was discontinued by Government order on July 31, 1942, and conver. 
sion to war werk has been undertaken. Few details of recent develop- 
ments in this connection are available. 


FINANCIAL POSITION: A fairly conservative dividend policy in 
recent years has aided the company in materially strengthening its 
finances. Latest balance sheet, that as of Dec. 31, 1941, exhibits total 
current assets of $8,701,000 including cash of $781,000, securities of 
$484,000, receivables of $2,834,000 and inventories of $4,602,000, com- 
pared with current liabilities of $1,891,000. Net current assets were 
equal to approximately $12.60 per share on the one-class stock—or 
about equal to prevailing market price on this issue. No floating or 
funded indebtedness was outstanding. Dividend payments through 
Nov. 2, 1942, amounted to $1.20 per share, compared with $1.20 in 
1941 and $1.25 in 1940. 


OUTLOOK: It is uncertain to what extent war-inspired business can 
offset loss of normal markets. Interim sales and earnings have fallen 
sharply, net for nine months ended Sept. 30, 1942, being $0.89 per 
share, compared with $1.80 in the same period a year earlier. Restora- 
tion of peacetime conditions should witness substantial revival of de- 
mand for company's output, especially in view of the company’s high 
reputation for quality products. It is probable that earnings on war 
work will increase materially in the months ahead, and indications are 
that the prevailing dividend basis of $0.30 quarterly will be maintained, 
at least through the early months of 1943. This assumption is pred- 
icated, partly, on the company's unusually strong current position. 


MARKET ACTION: Market 


tove Average 
*40 high to '41 low 11% decline 23% decline 
‘41 low to ‘41 high % 


23% advance 
41 high to '42 low 33% decline 27% decline 22% wider 
"42 low to '42 high 50% advance 30% advance 61% wider 
Average volatility on two declines: 15% natrower than M. W. S. index. Since 
early summer, rise in market price has been proportionately greater than advance in 


industrial stock average. 


American Stove's 
moves in rel. to av. 
52% natrower 


American 


COMMENT: Recent price—I2. Near-term outlook moderately good. 
Strong trade position renders post-war outlook propitious. 


Long-Term Record 
Net Sales NetIincome Net Per Divi- 
(millions) a” Share dends 
$ 6.345 d _ $d0.04 Pane 


1941 18.591 F 

1942 (9 mos. Sept.) 9.459 ke ¥ 

1941 (9 mos. Sept.) 14.030 : 1.80 ates 
d—Deficit. {—Over-the-Counter approximate bids. 
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CONCLUSIONS 


INDUSTRY—Third quarter profits make better comparative show- 
ing than for first half. War expenditures absorb 42%, of 
national income. 


TRADE—Spurt in retail sales caused by several temporary influences. 


COMMODITIES—Commodity futures markets register best price 
gains in past three months. 


MONEY AND CREDIT—Federal Reserve urges banks to step up 
purchases of Government securities with maturities of ten years 
or under. 


Per capita business activity rose nearly a point during the past 
fortnight, with all components of our business index, save bituminous 
coal production, reporting somewhat better than normal seasonal 
improvement. Average for October dropped to 117.3, from 120.4 
in September; but was 1.4 points above October of last year. 
Without compensation for population growth, this publication's 
October index of business activity dipped to 142% of the 1923-5 
average, from 144 in September; but was nearly 5°, above October, 
1941. eae ni 

Income payments in September totaled $10.13 billion, equivalent 
to an annual rate of $116 billion, and 26% above last year com- 
pared with a nine-months’ increase of 22%. August payrolls 
were 28% larger than a year earlier. Farm income this year is 
expected to gross $18.5 billion, and net $9.8 billion or 419% more 
than last year. For the month of August, new orders booked by 
producers of durable goods were 41°, heavier than a year earlier, 
and shipments rose 43°. Among manufacturers of nondurable 
goods, new orders were up 8% and shipments 12%. 

* * * 

War expenditures in October reached about $5.9 billion, or 
42°%, of estimated national income for that month. Per capita out- 
put of goods and services for consumer use is now around 25%, 
smaller than a year ago. Production of consumer nondurable goods 

(Please turn to the following page) 








Business and Industry 





Date 


Latest 
Month 


Previous 


Month 


Last 
Year 


PRESENT POSITION AND OUTLOOK 








INDUSTRIAL PRODUCTION(a) 


Sept. 


185 


183 


161 








INDEX OF PRODUCTION AND 
TRADE (b) 


Production 


Non-durable Goods 
Primary Distribution 
Distribution to Consumers 
Miscellaneous Services 


Sept. 
Sept. 
Sept. 
Sept. 
Sept. 
Sept. 
Sept. 


120 
130 
149 
115 
133 

88 
425 


110 
115 
123 
109 
113 
100 
102 





WHOLESALE PRICES (h) 


99.7 


91.2 








COST OF LIVING (d) 
All items 


Housing 

Clothing 

Fuel and Light 

Sundries 

Purchasing Value of Dollar 


99.5 
105.4 
90.8 
88.5 
90.5 
104.8 
100.5 


91.9 
90.7 
89.2 
78.3 
90.0 
101.2 
108.8 





NATIONAL INCOME (cm){.... 


$9,269 


7,518 





CASH FARM INCOME; 
Farm Marketing 
Including Gov't Payments 
Prices Received by Farmers (ee).. 
Prices Paid by Farmers (ee) 
Ratio Prices Received to Prices 


Paid (ee) 


$1,219 
$1,125 
160 
152 


107 


889 
798 
136 
138 


102 





FACTORY EMPLOYMENT (f) 
Durable Goods 
Non-durable Goods 


165.4 
124.7 


141.5 
125:5 





FACTORY PAYROLLS (f) 


214.4 


158.1 





RETAIL TRADE 
Retail Store Sales $f 
Durable Goods (a) 
Non-durable Goods (a). 
Chain Store Sales (g) 
Retail Prices (s) as of 


$4,879 
104.7 
161.4 
183 
a43:1 


4,583 
137.8 
140.5 

148 
102.6 





FOREIGN TRADE 
Merchandise Exports + 
Cumulative year's total} to 
Merchandise Importst 
Cumulative year’s total} to 


$712 
5,405 

199 
1,957 


$413 
3,254 
264 
2,315 





RAILROAD EARNINGS 
Total Operating Revenues* 
Total Operating Expenditures*. . 
Taxes*® 
Net Rwy. Operating Income*... 
Operating Ratio % 


$697,792 
399,705 
127,258 
154,631 
57.28 


683,806 
399,292 
132,893 
135,264 

58.39 


488,978 
312,288 
61,147 
104,357 
63.87 





STEEL 
Ingot Production in tons * 
Year's Total Production * to 
Shipments, U. S. Steel in tons*. . 


7,584 
71,603 
1,703 


7,067 
64,019 
1,788 


7,236 
68,725 
1,664 








GENERAL 
Paperboard, new orders (st)....... 
Lumber Production (bd. ft.)...... 
Cigaret Productiont 
Bituminous Coal Production * (tons). 
Portland Cement Shipments * (bbls.). 
Commercial Failures (c) 





444,131 
2,902 
21,798 
48,760 
20,150 
556 


423,399 
9,967 
20,940 
47,160 
21,289 
698 


542,792 
3,124 
18,761 
47,505 
18,284 
735 





(Continued from page 137) 


in September was 3% larger than a year earlier; 
but output of consumer durables was 62% lower. 
Lease-lend deliveries in September reached a 
new monthly high of $643 million, or 11.3% of 
our total war cost for that month. Total lease- 
lend aid since March, 1941, is valued at $5.77 
billion, or a trifle more than our total war ex- 
penditures for the month of September. 
* * * 


Profits reported by 205 leading corporations 
for the September quarter show an aggregate de- 
cline of only 24% below the like period last year, 
compared with a nine-months' drop of 32%. 
This is a relatively small sample and when all re- 
ports are in the comparison will be less unfavor- 
able. Improvement in third quarter earnings over 
the rather gloomy first half returns is due in part 
to expansion in war production, partly to com- 
pletion of conversion from peacetime to war work, 
and partly to scaling down of previously exag- 
gerated tax reserves. 

* * * 


Nonagricultural employment reached an all- 
time peak of 38.3 million in September—500,000 
more than for August and 2,247,000 above Sep- 
tember, 1941. Factory weekly real wages in 
September had a purchasing power 14% greater 
than last year, despite a rise of 8.6% in living 
costs. The Treasury estimates that, though total 
individual incomes next year will be $49 billion 
larger than in 1940, personal taxes will have risen 
only $12.5 billion, and that taxes will absorb only 
$15 billion, or 12%, of next year's income pay- 
ments (estimated at $125 billion). 


* * * 


How difficult it is going to be to close the 
inflationary gap thus indicated may be gathered 
from a recent analysis of payroll increases sub- 
mitted by the OPA. It appears from these find- 
ings that between January |, 1941, (the basic 
date upon which the WLB's "Little Steel" formula 
for wage "stabilization" is predicated) and the 
middle of last May the industrial wage bill in- 
creased at the annual rate of $17.8 billion. Higher 
basic wage and salary rates, the only component 
which it is feasible to stabilize, contributed only 
$4.6 billions, or 26% of the increase. The re- 
maining 74% consisted of: greater employment, 
$5.9 billion; longer work week, $3.9 billion; and 
"upgrading" (shifting of employees to higher 
wage levels), $3.4 billion. The analysis is similar 
to one we submitted here several months ago and 
confirms our contention that inflation can not be 
averted; but only ameliorated by stepping up the 
campaign for voluntary saving. This is virtually 
conceded in an unofficial report that OPA will be 
content if the price advance can be limited to 
10% a year. 

* *e * 


Department store sales in the week ended 
Oct. 24 were 18% above last year, compared 
with gains of 14% for four weeks and 10% for 
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WEEKLY INDICATORS 


Latest Previous Year 
aa Week Week yo PRESENT POSITION AND OUTLOOK 


M. W. S. INDEX OF BUSINESS: 

ACTIVITY 1923-25—100 Oct. 117.1 117.1 100.1 | the year to dete. Nino-menthe’ rise ia: chen 
store sales was 11.5%. Recent boomlet in re- 
ELECTRIC POWER OUTPUT tail sales is inspired by renewed fears that inven- 

2 3 ieee haan Oct. 3,774 3,752 3,380 tories of discontinued lines will soon be exhausted, 
by gift buying for men in the service, and by a 
TRANSPORTATION beat-the-tax rush for items such as liquor and 

Carloadings, | total Oct. 31 890,469 903,246 894,745 | Cigarettes upon which higher excise taxes will 

Grain.. Oct. 47,320 47,665 35,852 be passed along to the consumer. 

Oct. 169,690 167,257 162,311 ee 

Forest Products Oct. 47,513 49,211 44,472 B. A. E. estimates freight traffic this year at 
Manufacturing & Miscellaneous... .| Oct. 431,178 432,500 401,250 30% above 1941, with passenger volume up 50%. 
92,222 92,188 158,921 Railroad traffic next year, passenger and freight, 
is expected to top this year by 15%. Railroad 
STEEL PRICES net income for nine months was $572 million, or 

Pig Iron $ per ton (m) ; 23.61 23.61 23.61 $72 million more than for all of 1941. September 

Scrap $ per ton (m) : tS17 19.17 19.17 net, at $105 million, was 75% ahead of Septem- 

Finished c per Ib. (m) : 2.305 2.305 2.305 ber, last year. The rails will be specially bene- 
ae ——|_ fitted by recent legislation facilitating voluntary 
STEEL OPERATIONS reorganization, permitting purchase of own bonds 

% of Capacity week ended (m).... . 100.0 100.5 98.0 below par without incurring additional tax liabil- 
ity, and allowing backward adjustment of taxes 


PETROLEUM ; for expenditures from accumulated maintenance 
Average Daily Production bbls. *. . . 3,901 3,917 4,071 reserves. Demand of non-operating railroad 


Crude Runs to Stills Avge. bbls. *.. : 3,731 3,776 4,087 unions for pay rise of 20c an hour, if granted in 
Total Gasoline Stocks bbls. * , 79,159 79,545 82,303 full, would add $450 annually to payroll expense; 
Fuel Oil Stocks bbls. * . 79,560 79,073 95,565 but may be refused under recent order freezing 
Crude—Mis-Cont. $ per bbl . Pibe UCU Leu ‘basic wage rates. As of Oct. I, railroads had 36,000 
Crude Pennsylvania $ per bbl | ; 2:55 2.55 2:73 freight cars and 840 locomotives on order, 
Gasoline—Refinery $ per gal . 9.092 0.117 0.85 against 89,000 and 526, respectively, a year ear- 
; So lier. Carriers must have more equipment to han- 
ENGINEERING CONSTRUC- dle expanding traffic and to replace fast wearing 
TION { | out rolling stock. 
Volume * (en) ' Nov. 5 $137,412 103,282 44,209 | 















































t—Millions. *—Thousands. (a)—Index Federal Reserve 1935-39—100. (b)—Federal Reserve Bank of N. Y. 100% -estimated 
long term trend. (c)—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. 
(e}—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (en)—Engineering News-Record. (f)—1923-25—100. 
(h}—U. S. B. L. S. 1926—100. (j)}—Adjusted—1929-31—100. (m)—lron Age. (n)—1926—100. (n. i. c. 6.)—Nat. Ind. Conf. Bd. 
1935-39—100. (p)—Polk estimates. (pc)—Per Cent of capacity. (pl)—Preliminary. (s)—Fairchild Index, Dec., 1930—100. (st)—short 
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1942 Indexes 1942 Indexes 








lessee (1925 Close—100) High Low Oct. 31 Nov. 7 (Nov. 14, 1936, Cl—100). High Low Oct. 31 Nov. 7 
270 COMBINED AVERAGE... 55.3 41.4 53.7 55.3A 100 HIGH PRICED STOCKS... 53.35 43.20 52.60 53.35A 
100 LOW PRICED STOCKS.... 44.60 31.66 43.03 44.60A 





3 Agricultural Implements.... 92.2 72.7 91.4 92.2A 3 Liquor (1932 Cl.—100).... 194.3 137.5 191.8 192.6 

9 Aircraft (1927 Cl—100)... 172.6 123.8 161.0 154.6 8 Machinery 83.8 67.9 81.2 82.6 

4 Air Lines (1934 Cl—100). 337.9 178.4 334.8 337.9B 2 Mail Order. ... 60.2 45.2 57.4 60.2A 
5 Amusements 41.0 27.0 41.0C 40.6 4 Meat Packing........... 46.0 29.5 42.0 43.9 
13 Automobile Accessories... 89.2 70.4 845 89.2A 9 Metals, non-Ferrous........ 131.7 100.0 118.0 117.3 
13 Automobiles 7A 7.1 10.7 11.1A atee. SWS 8.8 9.7 9.8 

3 Baking (1926 Cl.—100).... 8.1 5.0 Tl 8.1A St Pekoleuni. -........+-->- 841 59.8 82.5 841A 
3 Business Machines 119.8 81.7 117.6 119.7 16 Public Utilities 22:2 137 3 229A 
2 Bus Lines (1926 Cl_—1 Lee : 64.6 38.2 SPS 59:3 3 Radio (1927 Cl.—100). 11.1 59 106 11.1B 
6 Chemicals. . . 156.3 126.3 152.5 153.9 7 Railroad neti ; 37.9 286 354 36.4 
14 Construction... Sasngetctnses DO) NGA 90:4 “ORO 16 Railroads. . eel aa aor 11.0 7.6 11.0A 11.0 

5 Containers issiscsvee OMG W384 1688 1109 CEL” Se entra 23 43 ta 2.1 
8'Gopper & Brass........... 75.1 58:6 71.7 72.9 2 Shipbuilding veeeeees 112.0 842 102.1 101.2 

2 Dairy Products 301 25:5 3683 294 12 Steel & Iron 65.00 53.1 63.1 64.6 
6 Department Stores 16.3 12:4 50 15.2 Me are 40.1 26.5 340 34.0 

6 Drugs & Toilet Articles..... 49.0 37.1 48.0 49.0B 183.0 137.5 183.0A182.8 

2 Finance Companies 143.4 99.5 138.6 143.4A 3 Telephone & Telegraph... 63.6 306 54.0 63.6E 
7 Food Brands....... 80.0 606 760 80.0A 2 Textiles me 34.8 24.4 33.9 348A 
2 Food Stores. .. cies C8 S22 382 389 3 Tires & Rubber 15.4 79 15.0 15.4C 
4 Furniture Soy ae RE Ko i 31.8 32.5A 4 Tobacco to 40.7 51.0 Stas 

2 Gold Mining............. 455.9 315.4 430.1 440.3 2 Variety Stores 187.2 147.7 173.3 175.5 

6 Investment Trust : 13.8 19.9 22.9B 19 Unclassified (1941 Cl—100) 125.46 90.8 123.2 124.9 


New HIGHS since: A—1941; B—1940; C—1939; D—1938; E—1937. 
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Trend of Commodities 


Throughout the past week there has been an extension of 
the recovery movement with commodity futures markets 
registering the best general advance that has taken place 
in almost three months. Wheat and corn have reached the 
highest price levels in more than a month, responding to 
buying orders from commercial sources, including millers and 
industrial interests. Distinct improvement in flour buying 
was the result of a growing belief in wheat circles that farm 
bloc opposition to current price ceilings on flour would 
broaden as result of the elections. Cotton is also at its 


highest price in the past six weeks. Chart readers turned 
more to the buying side, influenced by the favorable war 
news from Egypt. Mill trade was also more active and ag- 
gressive on the expectations of further military and lease- 
lend buying. Strength in corn was also a prominent factor 
in firming up future markets last week. Continued excellent 
demand from processing and distilling purchasers facilitated 
the rise in corn. Another aid was that Government corn loan 
rates soon to be announced would prove very attractive. 
The metal markets continue relatively stable and featureless. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1929, equal 100 


Nov. 6 
170.4 
162.8 
175.6 


Oct. 31 
169.6 
162.6 
174.2 


28 Basic Commodities 
Import Commodities ......... ° 
Domestic Commodities ........ 


Nov. 6 
Domestic Agricultural ......... 188.7 
Foodstuffs ecleweee Cemee 
Raw Industrial ............6.. 155.7 





Commodity Briefs 








Flour. Although a poor month for sales, October was a good 
month from the viewpoint of the production of floor. The total 
was the best for that month in any year since 1931, when flour 
began to go into its depression tailspin. Since flour production 
has been running about 3 per cent better than a year ago since 
the beginning of the crop year it may be an indication that 
actual consumption is on the upswing, as is the case with most 
foods that are not rationed. Mills producing 65 per cent of the 
flour manufactured in the nation made 6.9 million barrels in 
October a gain of better than 6 per cent compared with 1941. 

Wool. Because of the large military requirements, mill con- 
sumption of apparel wool in 1943 is expected to continue near 
the record high annual rate of about | billion pounds (grease 
basis) reached in 1942. This is about 425 million pounds more 
than the 1935-39 average annual consumption, and a little over 
twice as great a total domestic production of wool in 1942. 
Imports of wool have been large in recent months, and the carry- 
over into 1943 will consist largely of foreign wools held in the 
Government stock pile. Prices in 1943 are expected to continue 
at or near O PA price ceilings. 

Butter. An announcement may come at any time rationing 
butter. This commodity is now a big problem, among the vital 
food products. On October |, the nation's butter backlog (stor- 





age stocks) stood at 126 million pounds, 77 million less than last 
year. Civilian consumption in September was 13 per cent above 
the same 1941 month, and is still rising. The butter industry, 
among its other problems has a critical manpower shortage. 

Wheat. Latest Department of Agriculture reports indicate 
wheat loans still remain below the level established last year, on 
corresponding dates. As of October 17 the C C C had com- 
pleted 355,456 loans on 241,473,349 bushels of 1942 wheat in 
the amount of $274,036,030. The average amount advanced was 
$1.14 per bushel. On the same date in 1941 420,236 loans had 
been completed on 268,475,840 bushels. 

Leather. Future rigid Government control of the leather 
industry is now being forecast because unessential uses of civi- 
lian leather are rising and living off the fat of accumulated raw 
materials and finished goods. Domestic supply prospects for the 
balance of this year and for 1943 are rated by the industry as 
being on the whole favorable. It is estimated domestic cattle 
hide supplies for 1943, as the slaughter rate rises, may reach 
19 million hides as compared with 18.8 million in 1942. A 
further increase in calf and kipskin supplies are also seen. It 
is estimated that slaughter of some 21 million sheep next year, 
is not unlikely, and this will add materially to supplies of raw 
materials, 
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The Personal Service Department of Tue MaGazine or WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1], Give all necessary facts, but be brief. 


2, Confine your requests to three listed securities. 
3, No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4, If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Foster Wheeler Corp. 


Isn't Foster Wheeler common vastly under- 
vlued with earnings being maintained at an 
mnual rate of $4 with the trend upward? Will 
it benefit under the 80% tax ceiling provi- 
tion... are profit margins holding up? At 
present I have 100 shares at 19 and plan to 
buy 100 more, if you approve. Is the com- 
pany’s working capital and financial position 
improving? What are the latest figures on 
wfilled orders? I would appreciate your 
malysis and advice by return mail—R. B. S., 
New York, N. Y. 


Foster Wheeler Corp. has supplied 
vital equipment to the U. S. Navy 
ir more than 50 years. In 1891 the 
ompany built the main condensers 
lr the armored cruiser New York 
which was Admiral Sampson’s flag- 
hip in the battle of Santiago. In 
the first World War they originated 
he designs for shipping board boil- 
ts and presented them to the Fed- 
tal Government. It now produces 
marine steam generators, water dis- 
tilers, and boilers. They are also 
‘gaged in the construction of large 
fineries for the manufacture of 
tigh-octane aviation gasoline. Earn- 
igs were 18 cents a share in 1938, in 
1939 a deficit of 10 cents a share was 
neurred, 1940 $3.43 profit, 1941 $5.06 
oft, with $2.07 being earned in 
lhe first six months of the current 
jar. The years of 1931 to 1938 
vere very lean ones for this corpora- 
on in common with the majority of 
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capital goods producers. The result 
has been no dividends on the com- 
mon stock since 1931. Over the last 
three years the corporation has spent 
$1,300,000 for plant betterment out 
of earnings, this placing them in a 
better competitive position, in addi- 
tion substantial expenditures are 
now in progress including $100,000 
for research facilities. The war-time 
business of the company is calling 
for enlarged working capital which is 
exemplified by the balance sheet of 
last December 31st showing accounts 
receivable of $5,103,260 and cash of 
only $683,317. This situation does 
not lead to the belief that any very 
sizable cash dividends will be de- 
clared this year, if any at all. 

The corporation has no funded 
debt, and the common stock is pre- 
ceded by only 16,718 shares of 7% 
preferred stock of $100 par value, on 
which there was accumulation of 
unpaid dividends of $49 per share at 
the year-end. Ordinarily Foster 
Wheeler could take care of this out 
of current earnings, but due to the 
unusual working capital situation it 


seems advisable to conserve cash for 
essential corporate purposes. Foster 
Wheeler is currently exchanging its 
old 7% preferred into new 6% prior 
preferred $25 par value. The terms 
of exchange are six shares of new 
plus two shares of common for each 
share of old 7% preferred. Should 
arrearages be gotten rid of by this 
plan the common would be in line 
for a modest dividend. The post-war 
outlook is about as good as can be 
expected in the field in which the 
company is engaged and leads us to 
believe the stock is a good purchase 
at this time. It seems probable that 
taxes have been over estimated in 
the 6 months earnings figure by $66,- 
000, or 22 cents a share. This figure 
is arrived at by taking a maximum 
tax deduction of 80% on the net be- 
fore taxes of $3,680,000, as reported. 


U. S. Foil Company 


Do you consider U. S. Foil B attractive as 
a speculation at its present price of 3? I 
contemplate averaging on 100 shares for 
which I paid 7 in 1940. It is my understand- 
ing that the net asset value equal my original 
purchase price and that earnings would be 
considerable if they included the undistrib- 
uted profits of Reynolds Metals which, as 
you know, is largely owned by my company. 
How important has Reynolds become as .a 
producer of aluminum and what are the 
prospects? Will you please let me have your 
advice?—L. L. J., Pensacola, Fla. 


Primarily a holding company for 
Reynolds Metals Co. stock, the chief 
assets are 547,584 shares of that 
company and investment in subsidi- 
aries of $1,387,101.82. A point of 
interest in this statement is the di- 
versity with which the company has 
invested, holding 99.81 per cent of 
the class “A” stock and 82.53 per 
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cent of the class “B” stock with 
53.07 per cent of the 7 per cent 
cumulative preferred stock of the 
Eskimo Pie Corp., an ice cream 
vending organization, in addition to 
a 380 per cent stock interest in 
Arlette Co. In addition 12,450 
shares of Missouri, Kansas & Pacific 
R.R. stock and 35,472 shares of Se- 
lected Industries, Inc., common, 
plus 4,200 shares of $1.50 cumula- 
tive convertible stock and 2,650 
shares of Case Pomeroy Co., Inc., 
common. Apparently entirely unre- 
lated to the company’s main purpose 
of holding foil users, they are, in 
fact, affiliated. As example, the 
wrapping of eskimo pie is foil. The 
book value of the “B” stock is ap- 
proximately $7 a share, though a 
slight change in market price of 
Reynolds Metals Co. would imme- 
diately be reflected in Foil B. Very 
close to one share of Reynolds Met- 
als is owned for each share of U. S. 
Foil. Dividends may only be paid 
by Reynolds Metals of one-third of 
net income, this under agreement 
with R FC. The amounts undistrib- 
uted accruing to surplus. The main 
question as to the future of U. S. 
Foil is to a very large extent then 


that of the future of Reynolds 
Metals. Reynolds Metals Co. has 
received great Government aid 


through the RFC for plant con- 
struction and loans for purposes of 
aluminum production. It was out- 
lined by Federal Loan Administra- 
tor Jesse Jones on September 24, 
1941, at a press conference that the 
contract signed by RFD _ with 
Reynolds was much easier than the 
arrangement made with Aluminum 
Co. of America, in two respects. 
First, the capacity of 60 million 
pounds will be owned by the com- 
pany which will repay the cost of 
construction over 20 years. Alcoa’s 
three new plants will be owned by 
the Defense Plant Corp. Secondly, 
no strings are attached to Reynolds’ 
freedom to set prices. In the case 
of Aluminum Co. of America they 
can be ousted as manager of plants 
whenever the Defense Plant Corp. 
decides that unreasonable profits are 
being made. This seems to be in- 
dicative of a determination to use 
the funds available from the United 
States Treasury to build a competi- 
tor of Aluminum Co. of America. 
That the task is difficult is shown by 
the contract which Reynolds Metals 
made with Dutch interests for the 
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importation of 6,000,000 tons of 
bauxite from Dutch Guinea in May, 
1941. This contract was to run over 
a twelve-year delivery period, which 
would seem to indicate that the raw 
material for this company was not 
available to them within the United 
States borders. The exact amount 
of aluminum produced to date is a 
war secret. 

In issuing its report covering the 
first six months of 1942 Reynolds 
Metals Co. stated that the company 
was granted certificates of necessity 
which permitted five-year amortiza- 
tion of its facilities. The treasurer 
of the company also said that the 
company’s aluminum foil plant, lead 
foil plant, and aluminum powder 
plant were closed by priorities caus- 
ing the earnings of these plants to 
be reduced by $1,638,373. After 
these costs the net profit was $844,- 
884 for the first six months of 1942, 
against $1,886,853 in the prior like 
period. This is equal after dividends 
on the preferred stock to 69 cents a 
share on the 1,023,662 shares com- 
pared with $1.71 in 1941. 

From these facts it would seem 
that up to the present really sub- 
stantial progress has not been made 
by Reynolds Metals Co. and until 
such time as the corner is more defi- 
nitely turned on this extensive ven- 
ture we would not enlarge our com- 
mitments in U.S. Foil “B.” 





Howe Sound Company 


What do you think is retarding the market 
action of Howe Sound at this time? The 
current price of 33 looks low to me .. . espe- 
cially when my 125 shares average 45. Do 
you appraise this as a desirable situation for 
income and appreciation to my price? Better 
prospects seem to be developing .. . with the 
W P B considering the payment of 17 cents 
a pound for more of the company’s domestic 
production. I understand, too, that premium 
prices are already being received from the 
Metals Reserve Corporation for foreign 
metals. All boosts above the 12-cent price 
ceiling should really help earnings. How are 
the heavy taxes being absorbed?—F. R. D., 
Kingston, N. Y. 

The market action of Howe Sound 
currently quoted around 33, ap- 
proximately 10 per cent higher than 
the year’s low, is in line with the per- 
formance of the securities of the 
whole industry which show an aver- 
age advance of 11 per cent from the 
lows. The price appears to be cheap 
in view of earnings of $3.63 per 
share in 1940, $3.85 in 1941 and 
$1.88 for the first six months of this 
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year. Dividends of $3.75 were paid 
in 1940 with a like amount in 1941, 
indicative of a company policy of 
paying in dividends practically 100 
per cent of earnings. With the fig- 
ures to hand so far this year about 
the same as last year we believe that 
a distinct possibility of a total of 
$3.75 is possible. $2.25 has already 
been declared, the last being 75 
cents on September 15th. 

The company is favored over 
strictly domestic producers of non- 
ferrous metals by the fact that im- 
portant properties are located out- 
side of the United States, in Mexico 
and Canada, and have the benefit of 
the higher prices being paid by Met- 
als Reserve Corp. for foreign metals, 
Prices for both lead and zinc, pro- 
duced by the company’s Mexican 
properties, will average higher this 
year, along with increased produc: 
tion of these two vital war metals. 
For the first nine months of this year 
Howe Sound reported earnings of 
$2.62 as against $2.70 in the prior 
year, the drop of 8 cents per share 
was accounted for, according toa 
company statement, by shrinkage of 
production through inadequate un- 
derground labor supply at its prop- 
erties in United States and Canada. 
In 1941 a non-recurring profit was 
realized by the sale of lead held in 
inventory for the account of £! 
Potosi Mining, a Mexican subsidi- 
ary. Nevertheless, it would appear 
that increased taxation is currently 
being made up for by increased pro- 
duction, taking the company as 4 
whole. The company of course could 
materially raise its copper produc- 
tion if sufficient labor should be 
available, although its American 
properties cannot be mined _ with 
copper at less than 10 cents per 
pound so that in the case of this 
section it is a marginal producer. 
Improving Mexican labor conditions 
and governmental affairs lead to the 
probability however, that any slack- 
ening in earnings in America can be 
more than offset by gains in Mexico. 
We believe this stock should be pur 
chased at these levels. 








Interlake Iron Corp. 


I am puzzled what to do about 200 shares of 
Interlake Iron which cost me 11 last year. 
the favorable side, I read that the financial 
structure will be improved by the imminent 
redemption of $2 million sinking fund & 
bentures; that new installation will increas 
iron production with demand at peak level 
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NOT FOR SALE 
(Value $2.50) 


Personal Private-Edition Copy of the Timely Authoritative New Book 


> INVESTMENT OPPORTUNITIES 
—Under Total War and The Peace To Come 


By A. T. Miller, Investment Authority 


This book is designed to serve you now and throughout the momentous period ahead. It will, as far as is 
humanly possible, help you to safeguard your capital. It will also point out the speculative and investment 
opportunities unfolding in the era of expansion at hand which will be the greatest we have ever known. 


it Will Give You: 


1. 


A Basis for Investment Strategy Now . . 
Throughout 1943 


it Will Tell You: 


2. 


This book will serve you well in these vital days . . 
you the benefit of our expert judgment. 
the most practical. 


What Your Plan of Campaign Should Be 


—How to Weigh Your Present Investment Status; How 4. 


Your Capital Should Be Allocated; Proportion of Fixed 
and Venture Funds; How to Line Up a Suitable, Diver- 
sified Program to Meet Changed Conditions. 


—The Place Common Stocks, Preferred Stocks and Bonds 
Should Have in Your Portfolio; How to Build a Backlog 
of Long Term Investments Out of Profits; Creating a 
Reserve for Protection; How to Avoid Over-Extending. 


LOW-PRICED STOCKS 


—What to Consider in Buying Low-Priced Stocks for 
Capital Growth Purposes. 


- enable you to think out your own problems . 
_ We regard it as one of the finest we have published . . 
To be sure of receiving a copy, send your order today as we print only a limited edition. 


To Assist You Further— 
. and 3. 


A Timely Consideration Of ... 

—Inflation . . . Its Trends, Stages, Possible Scope . . . in 
War ... Post War. 

—Revolutionary Changes in Industry; New Methods and 
Developments . . . New Products and Markets. 

—New Economic and Political Factors; Regulation . 
Taxes . . . Controlled Consumer Buying. 


Specialized Portfolios to Meet Your Needs 

—Our Selections of Common Stocks, Preferred Stocks and 
Bonds . . . for Income and/or Capital Appreciation. 

—For the Senior Business and Professional Man. 

—For the Junior Business and Professional Man. 

—For the Retired Business and Professional Man. 

—For the Widow. 


ESPECIALLY FOR WOMEN 
—Suggestions for the Woman Left on Her Own. 
FOR THE ARMED FORCES 
—Suggestions for Those in Our Armed Forces. 
. » give 
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THE IDEAL GIFT... 


yer THE MAGAZINE 
OF Plus 


“Your Investment 
Opportunities 


laate 


—Under Total War and 


WALL STREET 


The Peace To Come” 


for sound and judicious action in the period ahead. 


The combination supplying you with the tools necessary 5 


de 


To Father, Son. Friends, Business 


as ates -=- fo Yourself 


cet 


Give the gift that lasts forever and can never be taken away . . . Knowledge—the key to superior judg- 
ment. More than ever will it be essential as a basis for opportunities in kaleidoscopic 1943. 


Because of its insight on a broad scope, authoritative character, and its sound common-sense, no Christmas 
gift you can give this year will be more gratefully received and appreciated than The Magazine of Wall 
Street. It will express your interest in the economic welfare of the recipient .. . and 26 times throughout 
the coming year, he will be reminded of your thoughtfulness. He will turn to The Magazine of Wall Street 
with interest at first ... then with eagerness . . . because he will find it profitable and good . . . and be- 
cause he will gain an understanding of domestic and international economics which he never believed he 


could acquire so easily. 


Enter Your Gift Subscriptions Now .. . For 


Your Business Associates and Friends — who will appreciate 
being put in touch with a source which so reliably weighs 
and interprets the new forces dominating industry and in- 
vestment. It will form a bond of interest between you and 
promote your business relations. 

Your Executives and Employees — who will acquire a broader 
grasp of the vast industrial and economic changes taking 
place. It will help to develop their judgment and vision. 

Your Womenfolk — hecause it will assist them in acquiring the 
background and perspective they need today and tomorrow 
—to retain the financial security you have built for them. 

Yourself — because each issue deals in a most practical way 
with the vital problems regarding your business and your 
investments ... and particularly since it is the most depend- 
able guide you can secure—regardless of price. 


In Addition—¥Vou Receive Valuable Book . . FREE 


Therefore, mail the coupon below with your remittance today. Your gift 
subscription will start with our Christmas issue and you will receive a private- 
edition copy of our important new book “Your Investment Opportunities— 
Under Total War and The Peace To Come” (described on reverse side of this 
page) immediately on publication. Your gift subscription also includes con- 
fidential inquiry privileges—FREE. 


Mail This Special Gift Order Today 
The Magazine of Wall Street, 90 Broad Street, New York, N. Y. 


(J I enclose $10—enter (or extend) my own personal subscription for one 
year (26 issues) [) $15 for a special two years subscription (52 issues). 
CI enclose $ Xmas subscriptions including attractive 
Christmas Greeting Card. ($10 for one subscription, $7.50 each for two 
or more orders). All subscriptions include Consultation Privileges—also 
FREE copy of new book “Your Investment Opportunities” (value $2.50). 


Name 
Address 





Name .......... 


Address M.-Ins-11-14 








“Like the Breath of Life on 
Ezekiel’s Valley of Bones... 
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John J. Chalmers of New York writes us: 
“Enclosed is my check for another year’s 
subscription. I have been a reader of The 
Magazine of Wall Street for many years. 
Facts and figures to me are like Ezekiel’s 
Valley of Bones, the dry and dusty skele- 
tons of the real thing. It remains for your 
magazine more than any other to breathe 
life into these dry bones. 


“I think your Magazine should be read to 
know what is going on in front of our 
eyes, and what goes on behind the scenes. 
Best wishes for your continued success.” 


2 Gifts 
At the Price of One 


1. The Magazine of Wall Street 
for 1 year (26 issues) ... 


—Including Confidential Inquiry 
Service by personally dictated 
letter without additional cost. 


* Copy of “Your Investment 
Opportunities Under Total 
War and The Peace To 
Come” ... Value . . . $2.50 
Total $12.50 
Both for $10 
Saving You $2.50 





How to turn a hull into a hornet’s nest 


HE EFFICIENCY of an aircraft carrier depends upon 
fj ipreinmeaneved power to propel it, electric power 
to operate it. 

Powering these sea-going airfields is a typically 
Westinghouse kind of wartime job. It is a job that calls for 
the countless different skills in things electrical that are 
second nature to Westinghouse. 

Here is just a small part of the equipment that West- 
inghouse has designed and built to make American 
carriers outstanding engines of destruction: 


* Steam turbines so powerful they drive our new 
carriers faster than any enemy carrier afloat. 

* Elevators big enough to hold a bomber, fast enough 
to deliver a plane on deck with minimum delay. 

* Generators on each ship capable of producing 
enough electric power to lighta city the size of Seattle. 

* Intricate radio equipment specially designed to 
stand up under the shock of battle. 

* Hundreds of different types of instruments that put 
nearly every operation under finger-tip control. 


Westinghouse “know how” is being applied to nearly 
every type of ship in our Navy. 

In this, the long-range work of our Research and En- 
gineering Laboratories has played a significant part. 
Discoveries in many fields—in electronics, physics, 
chemistry, mechanical and electrical engineering — are 
now bearing fruit in the production of better and more 
powerful weapons of war. 

Many of these discoveries, we believe, will someday 
help to make a better peacetime world. 

Westinghouse Electric & Manufacturing Co., Pitts- 
burgh, Pa. Plants in 25 cities; offices everywhere. 


This advertisement has been reviewed by 
Government authorities and contains no 
information of military value to the enemy. 


Westinghouse Gy 


- + « making Electricity work for Victory 





due to the war; that the company has merit 
as an inflation hedge. On the unfavorable 
side, there are higher costs of coal and trans- 
portation plus heavier taxes; lower earnings. 
Which will have the greater influence on the 
market value of my stock over coming 
months—A. W. D., Fresno, Calif. 


Sharply reduced net profit of In- 
terlake Iron Corp. for the six months 
ended June as compared with the 
first six months of 1941, reflect not 
only Federal tax position at higher 
rates, but also the effect of the six 
weeks shut-down of one of the com- 
pany’s Chicago blast furnaces, for 
repairs. This loss of production 
probably accounts for the drop of 
10 per cent in gross sales for the 
third quarter. Increased coal and 
transportation charges are added 
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factors in holding down net for the 
period which was 34 cents a share 
against 64 cents a share in the prior 
year. 

Redemption early next month of 
$2,000,000 of the 10-year sinking 
fund 4% debentures will further 
improve the company’s financial 
structure by reducing funded debt 
outstanding to $2,993,000. The com- 
pany already holds $2,807,000 of 
the 4% debentures in the treasury. 
There is no preferred stock, the sole 
capitalization being 2,000,000 no par 
common shares. One of the coun- 
try’s largest producers of pig iron 
and by-products, its facilities have 
been taxed by heavy demand for 
such material. Additional plant fa- 


cilities are under construction at 
several properties which are ex- 
pected to add materially to capacity. 
Iron ore and coal supplies are ob- 
tained from affiliates, the Dalton 
Ore Co. and Mathers’ Colleries. In- 
creased coal prices and higher trans- 
portation costs, incidentally, have 
been factors in holding down profits 
in the past few months. Shipments 
of coal by the Lake route have been 
banned this year and supplies have 
been moved to the company’s mills 
by railroad at higher costs. Because 
of heavily increased charges and 
higher tax rates the company’s 1942 
earnings are not expected to come 
up to the $1.20 a share earned in 
1941. However, there seems reason 
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to believe that the 25 cents per share 
in dividends paid July 17th will be 
supplemented by a year-end pay- 
ment of at least the same sum. Divi- 
dends paid in 1941 were 75 cents per 
share. 

Sales of by-product gas in Chi- 
cago were above 18,000,000 cubic 
feet daily in March, which is ap- 
proximately peak consumption for 
this item, but this department is 
growing and while its exact results 
in net per share are difficult to ascer- 
tain it is a favorable activity. In 
evaluating the influences on the 
market value of the stock over the 
coming months it remains to be 
pointed out that this company is en- 
gaged in a feast or famine industry, 
and is subject to wide cyclical fluc- 
tuations and is a rather spotty 
earner over a period of years. A cu- 
rious market ratio to U. S. Steel ex- 
ists in the ratio of 7 to 1, which 
would tend to show that this con- 
cern is rated by the exchanges as 
fundamentally sound. The percent- 
age appreciation of capital invested 
in this security is very large in good 
times and correspondingly poor in 
bad times. For a speculation with 
really good chances but, also as 
simply a speculation, we recommend 
its purchase. 


Miami Copper Co. 


Holding 140 shares of Miami Copper at 12, 
I was pleased to read recently that copper 
companies are in line for higher earnings .. . 
that the W P B is considering a reduction in 
monthly production quotas. Of course, this 
would mean more copper to be sold at the 
premium price of 17 cents a pound. To what 
extent do you estimate that such a ruling 
would help my company? Is increased pro- 
duction in sight? With earnings running 
slightly higher than the $1.01 reported last 
year, I think my stock should move up soon. 
What is your opinion of the outlook—0O. P. 
R., Reading, Pa. 


Miami Copper Co.’s production 
for the year 1941 was the largest in 
its history, except for 1939. Ore pro- 
duction registered the greatest ton- 
nage mined with the exception of 
1930. In addition there was pro- 
duced molybdenum, and _ small 
amounts of gold and silver. 

With respect to premium price 
payments by the Government for 
excess copper production (17 cents 
a pound for copper), the president 
said, “As specific regulations for the 
application of such higher price has 
not yet been received, it is impos- 
sible to know to what extent, if any, 


the company will be affected.” 

Castle Dome Copper Co., Inc., 
wholly owned subsidiary, has en- 
tered into an agreement with the 
Defense Plant Corp. for the develop- 
ment of its mining properties and 
construction of a plant. Upon com- 
pletion they will be operated by 
Castle Dome under lease. Produc- 
tion is expected to start next year. 
Government financing of this proj- 
ect amounts to $9,000,000 and 
should produce an annual tonnage 
of 23,000 tons refined copper. 

For the first six months of the 
current year earnings amounted to 
62 cents a share against 54 cents in 
the same period of 1941. The com- 
pany is faced with the problem of 
heavy labor turnover and at this 
time are trying out women for jobs 
in the mechanical sections of the 
concentrator and repair shops. Bar- 
ring any unforeseen developments it 
now seems that earnings for the last 
half of 1942 should be better than 
the first half returns. It is reason- 
able to assume that $1.20 will be 
carried to net. We believe that divi- 
dends of 50 cents a share will rep- 
resent this year’s maximum. Al- 
though earnings are running higher 
than in the prior years, Miami Cop- 
per is a distinctly marginal producer. 
It cannot make money on copper 
under 12 cents per pound. Its ore 
reserves are not satisfactory and 
were recently estimated to have but 
a few years life, its peace-time pros- 
pects barring ore strikes is not of the 
best. These factors tend to retard 
the market price of the shares. We 
would hold this security in order to 
receive future dividends, which, 
however, must be regarded as a par- 
tial return of capital. 





Market Implications of the 
New Tax Bill 





(Continued from page 114) 


a long-term gain, after deducting 
short-term losses, is limited to 50% 
of the amount taken into account in 
the case of an individual and to 25% 
in the case of a corporation. This 
makes the effective rate for individ- 
uals also 25% (50% of gains taxed 
at 50%). This is the first time that 
corporations have been given the 
benefit of the alternative tax similar 
to that granted to _ individuals. 


Long-term capital gains are not sub- 
ject to corporate excess profits tax 

An individual is permitted to de- 
duct his net capital loss (arrived at 
by combining all capital gains and 
losses) from his ordinary income to 
the extent of $1,000 a year. Both 
individuals and corporations can 
carry over for a period of 5 years 
as a short-term loss any part of a 
net capital loss not allowed to be de- 
ducted, and in addition individuals 
can deduct the carry-over to the ex- 
tent of $1,000 each year from ordi- 
nary income. For instance, if an in- 
dividual had a net capital loss of 
$6,000 in 1942 and had no other 
capital gains or losses for the next 
succeeding 5 years, he could deduct 
$1,000 from his ordinary income for 
1942 and $1,000 in each of the suc- 
ceeding 5 years and, therefore, would 
obtain the benefit of his entire net 
capital loss. Of course if the in- 
dividual had capital gains in the 
succeeding 5 years the capital loss 
carry-over could be used as deduc- 
tion against such gains. 

The inference to be drawn from 
the changes in the capital gains pro- 
visions, it would seem, is that it is 
a good idea to register capital losses, 
if there are any in an investor’s port- 
folio, in order that an unused credit 
against possible future long-term 
profits may be built up for use dur- 
ing the next 5 years. The chances 
are that securities prices will rise 
during an inflationary period, and 
that the loss credits will come in 
handy to reduce taxable income in 
the future. The five-year carryover 
provision is almost as important as 
the reduction in the time a security 
needs to be held in order to make 
any profits in it “long-term.” Per- 
haps there will be the usual amount 
of year-end tax selling in the market 
this year after all. That depends on 
how good a job brokers do in edu- 
cating (and convincing) _ their 
clients. 

There is litttle question but that 
new taxes and higher personal in- 
come taxes will be assessed in a bill 
to be enacted sometime in 1943. To 
guess what these new taxes and 
higher taxes will be is a job for a 
Delphic oracle rather than a prosaic 
analyst of markets and securities. I 
am willing, however, to make a few 
very general projections. 

First, the spirit in which the 1942 
tax law was enacted suggests a new 
inclination at Washington to retain 
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the spark of profits initiative for big 
business. I do not think there will 
be a further important increase in 
the excess profits tax rates; and if 
there is an increase, I would look 
for the post-war credit to be liberal- 
ized. On the other hand, I think 
there is a good chance that the ef- 
fective normal tax (normal tax plus 
surtax) may be increased from 40% 
to 45% or 50%. 

Second, in order to raise more in- 
come it will be necessary, one way 
or another, to increase still further 
the tax on small and medium sized 
incomes of individuals. This prob- 
ably will take the form of some kind 
of a tax on spending, and almost 
certainly will be a pay-as-you-go 
measure. The tax on larger in- 
comes, in my opinion, will not be 
increased much further. It already 
has reached or passed the point of 
diminishing returns. 

Third, and this may look like a 
radical idea, Congress in its search 
for income may explore the possi- 
bilities of a further liberalization in 
the capital gains tax. A lower capi- 
tal gains tax would produce more in- “a 

g : would prod e / a * 99 
come, and in an inflationary econ- y z bh 
omy there are likely to <4 many f WETC W1CE as 12 
capital gains, at least gains on pa- 
per. The theory is that Congress 
will look for tax income where there 
is income to tax, and try to fix rates “Then I could give the public all the service it 
at levels where the taxes will be a ee ne f the 
most productive. As the govern- wants and take care of the war on top of that. 
ment’s needs increase, there is more 
emphasis on taxes which are pro- “But I can’t get bigger now because materials 
ductive of revenue and less thought 
of accomplishing social, political and 
economic reforms through taxation. help to make the most of what we have. 





are needed for shooting. So I’m asking your 





“Please don’t make Long Distance calls to 


Future of Whiskey Stocks 


centers of war activity unless they are vital. 





Leave the wires clear for war traffic.” 
(Continued from page 129) GR 


&j Q) 
contribute measurably toward main- BELL TELEPHONE SYSTEM (a) 
taining sales at satisfactory levels ta 
over the next few years, while the — : 
expense of new liquor production _ ing, as it is known that distillers are considerable portion of sales into the 
will be obviated. Increased taxes not too anxious to dispose of their future as far as practicable in the 
on liquor recently imposed, as well entire stocks of aged whiskey, until hope that these levies will eventually 
as absence of thousands of potential the prospects for resumption of nor- be revised downward. 
customers in the nation’s armed mal liquor production are more Revenues from liquor sales in fu- 
services, will be factors in retarding clearly defined. In this connection, — ture will be considerably affected by 
sales expansion, whereas lower pub- sales of cheaper brands are being reported general maximum _ price 
lic purchasing power resulting from eliminated, while rationing of the regulation of the OPA through which 
higher costs of living and personal more popular items has begun in manufacturers and wholesalers will 
taxes, will also exercise a repressive some regions. In view of prevailing be required to reduce prices to re- 
influence on sales growth. high taxes on liquor, it would be dis- __ tailers in order that the latter may 
This may not be an unmixed bless-__tinctly advantageous to project a secure a reasonable profit. It is un- 
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derstood that the distillers will ab- 
sorb the major portion of this reduc- 
tion which, in their case, may range 
between 714% and 10%. 

Prohibition agitation has been ob- 
served in certain parts of the country. 
So far, it has not attained propor- 
tions which would cause serious con- 
cern to the distilling organizations. 
However, they are fully aware of the 
possibilities inherent in such agita- 
tion, and are taking whatever coun- 
tervailing measures they consider es- 
sential. 

Despite the expectation that earn- 
ings, on the average, may continue 
to make favorable comparison with 
those of many other divisions of 
economic activity, the speculative 
character of distilling company com- 
mon shares is demonstrated by the 
high yields currently provided. It 
is true that strong cash positions of 
most of the leaders in this industry 
should make possible the mainte- 
nance of dividend bases approximat- 
ing those prevailing. But these 
stocks are well up from bottom prices 
and do not appear attractive at pres- 
ent. 





Probable A. T. & T. Dividend 
November 18 





(Continued from page 123) 


Estimates of 1942 earnings for the 
great telephone organization range 
from $7.75 per share to about $8.25. 
Our own opinion inclines toward the 
lower figure—on a _ consolidated 
basis. Despite the fact that the im- 
ponderables in the situation render 
an accurate forecast virtually im- 
possible, the conservative account- 
ing practices of A. T. & T. impel us 
to adhere to the opinion that official 
figures on 1942 operations will reveal 
earnings for the year of well under 
$8 per share of capital stock. 

For each dollar of earnings under 
$9 per share, the company must 
draw upon surplus to the extent of 
more than $18,686,000 annually in 
order to maintain the $9 rate. It 
must also be acknowledged that the 
unappropriated surplus of the com- 
pany is sufficiently large to permit 
such a drain—it totaled nearly $314,- 
000,000 at the end of 1941. But 
whether the management will choose 
to dip further into surplus is uncer- 
tain, in view of future capital re- 
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quirements for a multitude of pur- 
poses, as well as anticipation of 
higher costs and taxes. 

Examination of all the factors in- 
volved indicates that reduction in 
the long-standing dividend rate is 
inescapable. Whether it will be ac- 
complished at the pending meeting, 
or deferred until the February gath- 
ering, is a question. Whether pride 
in the twenty-year record, as well 
as the income needs of thousands of 
small holders of the company’s 
shares, or whether the need for adop- 
tion of a more conservative fiscal 
policy shall prove the decisive fac- 
tor governing the directors’ dividend 
dictum, no man can know until the 
entire question is discussed around 
the conference table next Wednes- 
day. 

Assuming that conservative coun- 
sel prevails, there eventuates the 
problem of deciding upon the 
amount of the reduced payment. It 
appears unlikely that a decrease in 
the rate, if actually established, will 
bring the annual basis to below $7 
per share. On a $7 basis, a yield of 
approximately 514% would be pro- 
vided, on the current market quota- 
tions for the capital stock. For a 
stock of the investment calibre of 
this issue, such a return may be con- 
sidered adequate, particularly in 
view of prevailing low money rates. 
Few equity issues of comparable 
quality provide more generous 
“assured” returns on the investment. 

A “compromise” decision is not 
impossible, involving a cut to per- 
haps $8 per share in the annual rate. 
This basis would provide a return 
of more than 6% on present price— 
certainly a liberal yield in these days 
of political and economic uncertain- 
ties. 

Reduction in the dividend may 
not be accomplished next week. 
Considerations of expediency may 
impel deferring of this decrease un- 
til a later date. But it is our con- 
sidered judgment that establishment 
of a lower dividend rate for the capi- 
tal stock of American Telephone & 
Telegraph Co., is inevitable—now, 
or early in 19483. 

In the case of the many who have 
long held this stock for investment 
—quite a few at a net cost lower 
than present market price—we see 
no valid reason for selling it now. 
But we do not consider present 
prices attractive for mew or addi- 
tional purchases. 








Dividend Prospects in the 
Light of Third Quarter 
Earnings 









(Continued from page 117) 


caution. Everything has its price— 
earings adversity as well as earn- 
ings prosperity. Where earnings 
prospects are dubious, they already 
have been partially discounted and 
perhaps completely. Moreover, the 
major part of today’s market price 
for every stock is based not upon 
wartime earnings, whether good or 
bad, but upon what investors figure 
the normal or peace-time earnings 
and dividends should approximate. 

The improvement in total mau- 
facturing profits in the third quarter, 
as compared to the second quarter, 
was only partly due to adjustment 
in tax reserves—quite a few com- 
panies having over-estimated their 
tax liability in the second quarter 
reports. The major factor, however, 
was increased volume for the arms 
producers and more complete con- 
version to war work with consequent 
reduction of special costs incident to 
the changeover period. The latter, 
of course, is not a continuing factor 
in earnings betterment. On the 
other hand, total volume of compa- 
nies engaged wholly or largely in 
war work has not yet reached its 
peak. 

Detailed reports available for 135 
manufacturing companies for the 9 
months indicate that net income be- 
fore taxes increased 10 per cent; 
taxes increased 47 per cent and net 
after taxes decreased 33 per cent. 
For this representative industrial 
group as a whole, Federal income 
and excess profits taxes took approx- 
imately 72 per cent of pre-tax earn- 
ings, as compared with 54 per cent 
in the first 9 months of last year. 

It is generally believed that the 
most probable additional boost in 
company taxes will be some rise i 
the present 40 per cent combined 
normal and surtax rate. That would 
moderately enlarge the total per cent 
of earning power taken by taxes; but 
the 80 per cent over-all tax ceiling 
seems likely to be retained for the 
duration. It therefore behooves you 
to study your own company’s report 
to see how close its tax load is to 80 
per cent of pre-tax earnings. If tt 
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is close, you don’t have to fret about 
future tax possibilities. If it is not, 
jtat least gives you an idea what the 
worst might be. 





Economic Future of Britain 





(Continued from page 111) 


income, and that consequently Brit- 
ain will be dependent upon a peren- 
nial lend-lease either from the United 
States or the Dominions. 

There is, moreover, a serious dis- 
agreement as to how the expansion 
of exports is to be accomplished. One 
view, voiced by the Board of Trade 
and the Federation of British In- 
dustries, favors the gradual relaxa- 
tion of Government control over the 
country’s economy. It proposes that 
the imports be restricted to essential 
commodities, and that they should 
be taken only from the countries 
which in turn are ready to accept 
British goods. In other words, here 
is beng advocated a system of bi- 
lateral trade which is against the 
spirit of both the Atlantic Charter 
and the Anglo-American trade agree- 
ment. The report of the Federation 
assumes that the lend-lease aid will 
have to be repaid in goods and that 
it will consequently be a tremendous 
burden on British industries. Yet 
the mutual aid agreement signed be- 
tween this country and Great Britain 
last February provided that settle- 
ment of the obligations arising from 
the lend-lease shall be such as not 
“to burden commerce between the 
two countries but to promote mu- 
tually advantageous economic rela- 
tions between them.” 

More numerous is the group that 
believes that the expansion of Brit- 
ish exports is quite feasible provided 
the world returns to a modified form 
of economic internationalism of pre- 
1914 days. It believes that multi- 
lateral trade is in the long run the 
best possible policy for a nation 
whose greatness was built on free- 
dom of trade. 

It has also been proposed that the 
British Government in collaboration 
with the United States and other 
countries, deliberately stimulate in- 
ternational trade through Govern- 
ment loans, through cancellation of 
debts and other measures. In this 
connection the terms of final settle- 
ment of the lend-lease aid are ex- 
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INVESTOR'S TAX KIT,1942 


- avaluable aid to 
Security Holders 


Revised provisions in the new Tax 
Law affecting capital gains and 
losses are of vital importance to 
owners of securities. The new 1942 
edition of our Investor’s Tax Kit 
explains these provisions and points 
out how the investor can take ad- 
vantage of the relief offered by the 
new Tax Law. 

The 1942 Tax Kit, which should 
be even more valuable than our 
edition of last year, contains: 


@ a survey of the new Tax Law 


as it applies to investors. Prepared for us by the Research 
Institute of America in simple and understandable language; 


© our regular Monthly Letter pointing out significant changes 
in the Tax Law affecting investors; 

@ three Work Sheets which simplify the task of computing 
your capital gains and losses. 


You may obtain a copy of our Investor’s Tax Kit, 1942 with- 
out cost or obligation by writing promptly. Supply limited. 


MERRILL LYNCH, PIERCE, FENNER & BEANE 


Underwriters and Distributors of Investment Securities 
Brokers in Securities and Commodities 


New York 











pressly worded as to promote the 
expansion of trade after the war; 
these terms may, for example, permit 
the satisfaction of our claims upon 
Great Britain through the shipments 
of British goods not to us, but to the 
countries where such goods can be 
used in developing local resources. 

The future will undoubtedly be 
difficult, but if, as the London 
Economist suggests, British industry 
shows enough imagination, drive and 
willingness to adapt itself to the 
changes in demand for goods, some 
expansion in exports is bound to 
occur. As the export proceeds set 
aside for the payment of debt ser- 
vice by debtor countries decline, 
their imports are likely to expand. 
Here may be an opportunity for the 
British industries to expand exports, 
provided, of course, that they are 
flexible enough. Another factor which 
is likely to help the British indus- 
tries, especially the older ones, 
should be the further opening of 
Africa to trade. In the last few pre- 
war years, the exports of textiles and 
other simpler manufactures to Brit- 
ish West Africa were growing by 
leaps and bounds. Large defense ex- 
penditures in Africa should in due 
time raise the purchasing power of 





the natives. It has also been sug- 
gested that the Government should 
assist the exporters by assuming 
some of the risks and that the Brit- 
ish manufacturers integrate produc- 
tion with marketing abroad, in order 
to serve markets more effectively. 

Apart from the expansion of trade, 
the British are also counting upon 
tourist and vacation business to 
supply foreign exchange. Certainly 
the spanning of the Atlantic by plane 
will make even a two-week vacation 
in England quite feasible. 

The reorganization of the Empire 
and the readjustments of the inter- 
national balance of payments are 
only two of many problems faced 
by Great Britain. The British are 
well aware that the old status quo 
cannot be restored and are already 
hard at work to adjust themselves to 
the new post-war world. In many 
ways the change in the social and 
economic structure of the nation, 
wrought by the war, has made the 
working out of these adjustments 
easier. 

The passing away of the old colo- 
nial imperialism will, without doubt, 
be one of the greatest revolutionary 
changes brought about by this war. 
The attempts of the Germans and of 


147 








the Japanese to replace it by their 
own brand of imperialism—more ef- 
ficient but also more ruthless—can- 
not stave off the advent of a new 
international order, based upon 
closer collaboration of all free nations 
and upon the recognition of social 
responsibilities on the part of more 
advanced toward backward peoples. 
“Millions of people are on _ the 
march,” to quote from Mr. Willkie’s 
report to the nation, and it is states- 
manship to recognize that the times 
are changing and are likely to change 
even more before this war is over. 





Another Look At... 
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$7 per share, may be held for income 
and moderate price appreciation. 


New Jersey Zinc Co. 


Aided by production of the new 
Empire mine in Colorado, which be- 
gan operations about the middle of 
1941, it is estimated that total metal 
production of the company will 
amount to about 120,000 tons this 
year, approximating smelter capac- 
ity, or moderately in excess of last 
year’s output. New Jersey Zinc, 
which is the largest zinc producer in 
the United States, owns and operates 
directly or through wholly-owned 
subsidiaries, mines in New Jersey, 
Virginia, Colorado and New Mexico. 
Normally, about 50% of output is 
sold as zinc oxide to manufacturers 
of tires and paint, with the balance 
being marketed in metallic form. 

Inasmuch as this company makes 
public but comparatively little in- 
formation respecting its operations 
and finances, a competent and com- 
prehensive analysis of its position is 
impracticable. Net income avail- 
able for dividends has been reported 
in each of the past 21 years, with 
earnings amounting to $4.89 per 
share on the 1,963,264 shares of $25 
par value common stock (the sole 
capital issue) in 1941, compared with 
$4.19 in 1946. Net income for the 
first nine months of 1942 was $2.79 
per share, as against $3.58 in the 
comparable 1941 period. No balance 
sheet has been published for several 
years. However, an indication of 
the company’s financial strength 
may be ascertained from the fact 
that dividends have been paid an- 


nually without interruption since 
1897. Dividends paid this year, in- 
cluding the disbursement scheduled 
for Dec. 10, amount to $3.00 per 
share, compared with $4.00 and $3.50 
paid, respectively, in the full years 
1941 and 1940. 

The excellent long-term earnings 
record suggests low average operat- 
ing costs. Moreover, zinc prices, at 
the prevailing ceiling figures of 8.25 
cents per pound, are about 10% over 
those of a year ago. The strong 
trade position of the company pro- 
vides reasonable assurance of well- 
maintained earnings in future years, 
assuming that sufficient ore reserves 
are owned. No accurate data in this 
connection are available. 

Recognizing the difficulties inher- 
ent in an attempted analysis of this 
issue, there seems no reason to dis- 
turb present holdings at current 
prices of about 60 on the New York 
Curb Exchange. 
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recapture part of the profits. 

Monsanto paid $2.25 a share on 
the common stock in dividends this 
year and 75 cents more will be paid 
December 1, keeping disbursements 
up to the $3 which have been paid 
regularly. No funded debt and only 
100,000 shares of $4.50 preferred 
stock and 110,000 shares of $4 cumu- 
lative preferred stock (series C) out- 
rank the 1,241,694 shares of common. 

Conclusion: The stock has only 
limited appeal for the investor 
seeking capital appreciation over the 
medium term. Long pull possibilities 
are good and an income of 4% at 
present quotations gives the stock 
attraction for the longer term in- 
vestor. 
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while other earnings—with the ex- 
ception of the rails, which also must 
be considered “war babies—are far 
under 1936. In relating earnings to 
prevailing market prices you have 
to segregate war earnings. What are 


they worth? I would say that such 
portion of per share net as can be 
attributed only to war volume is not 
worth at the outside more than a 
price ratio of 2 to 3 times. 


There is no basis for investment 
in war earnings—yet investment de- 
mand, as distinct from short-range 
speculative demand, must be (as it 
has been for some years) the real 
foundation of any present-day bull 
market. On the other hand how 
cheap are peace earnings now? [| 
am not talking about the depressed 
war-time earnings of peace stocks. 
That is not a primary consideration. 
I am talking about the potential 
normal earnings. If you take a fairly 
broad cross-section of non - war 
stocks, the average earnings of 1936- 
1939 ought to be a reasonable stand- 
ard of comparison. Pretty much at 
random, I have selected the follow- 
ing 15 stocks: Chrysler, General 
Electric, Westinghouse Electric, In- 
ternational Harvester, Monsanto 
Chemical, du Pont, American Chicle, 
General Mills, Bristol-Myers, Phil- 
lips Petroleum, Corn Products, Bor- 
den, Endicott Johnson and J. C. 
Penney. On an average they are now 
priced at 13.7 times average carn- 
ings of 1936-1939. Their average 
composite price-earnings ratio (to 
1936-1939 earnings) in the peace- 
time bull market year 1936 was 17.3. 
I submit that the differential of 
about 20 per cent is a very moderate 
mark-down of the capitalization of 
assumed future or normal earning 
power as judged by the standard of 
1936-1939. 

I don’t deny that at some inde- 
terminate time in the future many 
companies, and maybe the majority, 
might earn more than their 1936- 
1939 average. I merely say that 
such a potential looks both rather 
distant and rather vague to justify 
prevailing prices of most non-war 
stocks. 

Then, too, if you want to talk 
“total industrial earning power” 
don’t forget the joker in the deck as 
represented by continuing contract 
renegotiation. There is not an in- 
dustrialist in this country who really 
knows what his company’s true earn- 
ing power might be under this sys- 
tem of pricing. 

Who’s going to sell stocks? There 
will always be sellers—at a price— 
and I think the price is just about 
high enough. But the question also 
needs to be examined in reverse. 
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Who’s going to keep on buying stocks 
at advancing levels? The bulk of 
the increase in income and savings is 
in the hands of people who are not, 
and will not be any time soon, buyers 
of common stocks. The majority of 
people who have invested in com- 
mon stocks heretofore are squeezed 
hard by income taxes and will be 
saueezed even more severely next 
year. They haven’t the marginal 
money to put in stocks. On the con- 
trary, a great many of them are 
going to be liquidating present hold- 
ings piecemeal in order to cling to 
some of the “first” things in their 
family budgets, including life insur- 
ance, mortgage payments, etc. 

It may be, though I am not com- 
pletely sure of it, that last spring 
saw the lowest average market prices 
for the duration of the war. Even 
so, that is far from a guarantee of 
continuing rise. I think it futile to 
try to guess in advance how far re- 
action might go. Personally, I will 
wait and see. But I will not put in- 
vestment money in war stocks at 
any price; nor in peace stocks at 
anywhere near prevailing prices. 
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appreciation. For a long time past, 
we have been hearing that Secretary 
of State Hull was “finding his duties 
too arduous.” That he was a sweet 
and charming man above age, who 
should be retired, and that a strong 
and vigorous man like 
Willkie should take his place. 

The storm centered around Sec- 
retary Hull’s policy toward Vichy 
which was looked upon as weak 
and futile, and to which he clung 
with the greatest tenacity,—al- 
though at times his patience was 
sorely tried—and even when the 
strain seemed seriously to be affect- 
ing his health. 

The reason for his stand is now 
clear, and we can only be grateful 
that President Roosevelt backed 
him up, despite the greatest pres- 
sure upon him for a break with 
Vichy. 

Today as our powerful forces 
open the battle for Africa, that 
courageous policy is thoroughly 
vindicated, and Secretary of State 
Hull emerges as one of the few great 
statesmen of our times, whose 
strength we must carefully conserve 
so that his wisdom will be available 
to us for a long time to come. 

Unless this policy of realistic pa- 
tience toward Vichy had been pur- 
sued, our armies landing on the 
shores of French Africa might have 
been obliged to face a hostile and 
still formidable French fleet ready 
and prepared for battle, augmented 
by powerful French and Axis land 
forces, which could greatly have in- 
terfered with our plan of campaign. 

As it turned out, this adroit han- 
dling of Vichy has given us the edge, 
enabling us to launch our offensive 
with every advantage on our side. 
We are now in a position to secure 
this hemisphere from attack—insure 
greater safety for South Atlantic 
shipping—chain the Nazis to the 
European Continent and cut them 
off from the important French Afri- 
can resources while making them 
available to our own army on the 
ground. 

The stakes in the Battle for Africa 
are enormous. A decisive victory 
would mean the elimination of the 
Nazis and Italians from Africa and, 


Wendell © 


with Allied control of the Mediter- 
ranean regained, the way would be 
cleared for a backdoor invasion of 
Europe at its weakest points: the 
Italian and Balkan peninsulas. 


It is evident the most thorough 
and careful preparations were made 
for the Battle for Africa in which 
General Montgomery fired the open- 
ing shot. Otherwise the fixed Ger- 
man defenses, planes and_ tanks 
would not have been so swiftly 
smashed. The evident demoraliza- 
tion of Rommel’s forces was the sig- 
nal for General Eisenhower’s entry 
into the arena, and the launching 
of the first American large scale of- 
fensive. 

We have come a long way since 
Pearl Harbor. In just eleven months 
we have developed a highly success- 
ful plan of strategy. Our factories 
have produced such an enormous 
quantity of planes, superior muni- 
tions and ships that we are able to 
undertake major operations in both 
the Atlantic and Pacific. And judg- 
ing from the performance of our 
Fortresses, we have an armor plate 
that is highly impenetrable com- 
pared with that of our enemies. 


Japan must be watching our new 
move in Africa with the greatest 
anxiety. She knows that a Nazi col- 
lapse would enable us to turn our 
main efforts in her direction. She 
knows too that we are accumulating 
strength in the Pacific, and, if we 
are to judge from recent Indian will- 
ingness to reopen discussions with 
Britain, the preparations for an Al- 
lied offensive into Burma are well 
in hand. With American planes and 
submarines edging ever nearer and 
nearer to Japanese shipping routes 
in the China Sea, and with American 
factories turning out an ever increas- 
ing flow of planes and ships and other 
materials of war, Japan must be be- 
ginning to see the handwriting on 
the wall. They must know that their 
grandiose dreams of world conquest 
will come to naught, and the Ger- 
mans know it too. And that they 
will never bring back the mythical 
Nibelungen age that they hoped 
would make gods of the Nazi leaders. 
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